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Introduction

The Internal Revenue Bulletin is the authoritative instrument
of the Commissioner of Internal Revenue for announcing offi-
cial rulings and procedures of the Internal Revenue Service
and for publishing Treasury Decisions, Executive Orders, Tax
Conventions, legislation, court decisions, and other items of
general interest. It is published weekly and may be obtained
from the Superintendent of Documents on a subscription
basis. Bulletin contents of a permanent nature are consoli-
dated semiannually into Cumulative Bulletins, which are sold
on a single-copy basis.

It is the policy of the Service to publish in the Bulletin all sub-
stantive rulings necessary to promote a uniform application
of the tax laws, including all rulings that supersede, revoke,
modify, or amend any of those previously published in the
Bulletin. All published rulings apply retroactively unless other-
wise indicated. Procedures relating solely to matters of in-
ternal management are not published; however, statements
of internal practices and procedures that affect the rights
and duties of taxpayers are published.

Revenue rulings represent the conclusions of the Service on
the application of the law to the pivotal facts stated in the
revenue ruling. In those based on positions taken in rulings
to taxpayers or technical advice to Service field offices,
identifying details and information of a confidential nature
are deleted to prevent unwarranted invasions of privacy and
to comply with statutory requirements.

Rulings and procedures reported in the Bulletin do not have
the force and effect of Treasury Department Regulations,
but they may be used as precedents. Unpublished rulings
will not be relied on, used, or cited as precedents by Service
personnel in the disposition of other cases. In applying pub-
lished rulings and procedures, the effect of subsequent leg-
islation, regulations, court decisions, rulings, and proce-

dures must be considered, and Service personnel and oth-
ers concerned are cautioned against reaching the same con-
clusions in other cases unless the facts and circumstances
are substantially the same.

The Bulletin is divided into four parts as follows:

Part .—1986 Code.
This part includes rulings and decisions based on provisions
of the Internal Revenue Code of 1986.

Part Il.—Treaties and Tax Legislation.

This part is divided into two subparts as follows: Subpart A,
Tax Conventions, and Subpart B, Legislation and Related
Committee Reports.

Part lll.—Administrative, Procedural, and Miscellaneous.
To the extent practicable, pertinent cross references to
these subjects are contained in the other Parts and Sub-
parts. Also included in this part are Bank Secrecy Act Admin-
istrative Rulings. Bank Secrecy Act Administrative Rulings
are issued by the Department of the Treasury's Office of the
Assistant Secretary (Enforcement).

Part IV.—Items of General Interest.

With the exception of the Notice of Proposed Rulemaking
and the disbarment and suspension list included in this part,
none of these announcements are consolidated in the Cumu-
lative Bulletins.

The first Bulletin for each month includes a cumulative index
for the matters published during the preceding months.
These monthly indexes are cumulated on a quarterly and
semiannual basis, and are published in the first Bulletin of the
succeeding quarterly and semiannual period, respectively.

The contents of this publication are not copyrighted and may be reprinted freely. A citation of the Internal Revenue Bulletin as the source would be appropriate.

For sale by the Superintendent of Documents, U.S. Government Printing Office, Washington, DC 20402.



Part I. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 42.—Low-Income the United States to warrant assistance bgxable year in which the disaster actually
Housing Credit the Federal Government under the Disagccurred. N _
_ _ _ter Relief and Emergency Assistance Act, The provisions of § 165(i) apply only
The adjusted applicable federal short-term, mid4p |y 5.C. §§ 5121-5204c (1988 & Supplo losses that are otherwise deductible
term, and long-term rates are set forth for the mongy 1993) (the Act), the taxpayer may electinder § 165(a). An individual taxpayer
of March 1999. See Rev. Rul. 99-11, page 18. . . . . .
to claim a deduction for that loss on thénay deduct losses if they are incurred in a
taxpayer’s federal income tax return fotrade or business, if they are incurred in a
the taxable year immediately precedindransaction entered into for profit, or if
the taxable year in which the disastethey are casualty losses under § 165(c)(3).
26 CFR 1.165-11: Election in respect of losses ~ 0ccurred. . The President ha? determined that dur-
attributable to a disaster. Section 1.165-11(e) of the Income Ta¥g 1998 the areas listed below have been
o Regulations provides that the election t@dversely affected by disasters of suffi-
Insurance companies; interest rate yoq,ct 5 disaster loss for the precedingient severity and magnitude to warrant
tables. Prevailing state assumed mtere%}ear must be made by filing a return, a@ssistance by the Federal Government

rates are provided for the determination afy,cded return, or a claim for refund onder the Act.
the reserves under section 807 of the Code pefore the later of (1) the due date

i i . RAFTING INFORMATION
for contracts issued in 1998 and 1999ne taxpayer’s income tax return (deter- G INFO ©

Rev. Rul. 92-19 supplemented in part.  mined without regard to any extension of The principal author of this revenue
time to file the return) for the taxable yearuling is Timothy Sheppard of the Office
Rev. Rul. 99-13 in which the disaster actually occurred, oof Assistant Chief Counsel (Income Tax

Under 8 165(i) of the Internal Revenug?2) the due date of the taxpayer’s incomand Accounting). For further information
Code, if a taxpayer suffers a loss attributax return (determined with regard to anyegarding this revenue ruling, contact Mr.
able to a disaster occurring in an area subxtension of time to file the return) for theSheppard on (202) 622-4960 (not a toll-
sequently determined by the President ddxable year immediately preceding théee call).

Section 165.—Losses

Disaster Areas Type of Date of

in 1998 Disaster Disaster

Alabama
Counties of Barbour, Butler, Coffee, Conecuh, Covington, Severe storms March 7-21, 1998
Crenshaw, Dale, Escambia, Geneva, Henry, Houston, and and flooding
Randolph
Counties of Covington, Cullman, Jefferson, St. Clair, Tuscaloosa, Severe storms April 8-20, 1998
and Walke and tornadoes
Counties of Baldwin, Butler, Choctaw, Clarke, Coffee, Conecuh, Hurricane September 25-
Covington, Crenshaw, Escambia, Geneva, Lowndes, Mobile, Georges October 6, 1998

Monroe, and Washington

California
Counties of Alameda, Amador, Butte, Calaveras, Colusa, Severe winter February 2-
Contra Costa, Del Norte, Fresno, Glenn, Humboldt, Kern, Lake, storms and April 30, 1998

Los Angeles, Marin, Mendocino, Merced, Monterey, Napa, Orange,  flooding
Riverside, Sacramento, San Benito, San Bernadino, San Diego,

San Francisco, San Joaquin, San Luis Obispo, San Mateo,

Santa Barbara, Santa Clara, Santa Cruz, Solano, Sonoma, Stanislaus,

Sutter, Tehama, Trinity, Tulare, Ventura, Yolo, and Yuba

Delaware
County of Sussex Severe winter January 28-
storms, high winds, February 6, 1998
and flooding

March 8, 1999 4 1999-10 I.R.B.



Florida

Counties of Alachua, Baker, Bay, Bradford, Brevard, Severe storms,
Broward, Calhoun, Citrus, Clay, Collier, Columbia, DeSoto, high winds, tornadoes,
Dixie, Duval, Escambia, Flagler, Franklin, Gadsden, Gilchrist, and flooding

Glades, Gulf, Hamilton, Hardee, Hernando, Highlands,
Hillsborough, Holmes, Jackson, Lafayette, Lake, Levy, Liberty,
Madison, Manatee, Marion, Nassau, Okaloosa, Okeechobee,
Orange, Osceola, Pasco, Pinellas, Polk, Putnam, Santa Rosa,
Sarasota, Seminole, St. Johns, Sumter, Suwannee, Taylor,
Union, Volusia, Walton, and Washington

Counties of Broward, Dade, and Monroe Severe storms, high
winds, tornadoes, and
flooding

Counties of Alachua, Baker, Bay, Bradford, Brevard, Broward, Extreme fire hazards

Calhoun, Charlotte, Citrus, Clay, Collier, Columbia, Dade, DeSoto,
Dixie, Duval, Escambia, Flagler, Franklin, Gadsden, Gilchrist,
Glades, Gulf, Hamilton, Hardee, Hendry, Hernando, Highlands,
Hillsborough, Holmes, Indian River, Jackson, Jefferson, Lafayette,
Lake, Lee, Leon, Levy, Liberty, Madison, Manatee, Marion, Martin,
Monroe, Nassau, Okaloosa, Okeechobee, Orange, Osceola,

Palm Beach, Pasco, Pinellas, Polk, Putnam, Santa Rosa, Sarasota,
St. Johns, St. Lucie, Seminole, Sumter, Suwannee, Taylor, Union,
Volusia, Wakulla, Walton, and Washington

Counties of Bay, Dixie, Franklin, Gulf, Taylor, and Wakulla Hurricane Earl

Counties of Bay, Calhoun, Columbia, Escambia, Franklin, Gadsden, Hurricane Georges
Gulf, Holmes, Jackson, Jefferson, Liberty, Monroe, Okaloosa,
Santa Rosa, Suwannee, Walton, and Washington

Counties of Monroe and Palm Beach Tropical Storm Mitch

Georgia
Counties of Appling, Atkinson, Bacon, Baldwin, Baker, Barrow, Severe storms and
Bartow, Ben Hill, Berrien, Bibb, Bleckley, Brantley, Brooks, Bryan, flooding
Bulloch, Burke, Butts, Calhoun, Candler, Carroll, Charlton, Chatham,
Cherokee, Clay, Clayton, Clinch, Cobb, Coffee, Colquitt, Columbia,
Cook, Crawford, Crisp, Dade, Dawson, DeCatur, Dekalb, Dodge,
Dooly, Dougherty, Douglas, Early, Echols, Effingham, Emanuel,
Evans, Floyd, Forsyth, Fulton, Glynn, Gordon, Grady, Gwinnett,
Habersham, Hall, Haralson, Heard, Henry, Houston, Irwin,
Jeff Davis, Jefferson, Jenkins, Johnson, Jones, Lamar, Lanier,
Laurens, Lee, Liberty, Lincoln, Long, Lowndes, Lumpkin, Macon,
Mclintosh, Miller, Mitchell, Monroe, Montgomery, Murray,
Muscogee, Newton, Paulding, Peach, Pickens, Pike, Pulaski,
Quitman, Rabun, Randolph, Richmond, Rockdale, Screven,
Seminole, Spalding, Stewart, Sumter, Talbot, Tattnall, Telfair,
Terrell, Thomas, Tift, Toombs, Towns, Treutlen, Turner, Twiggs,
Union, Walker, Ware, Wayne, Webster, Wheeler, White,
Wilcox, Wilkinson, and Worth

Indiana

December 25, 1997-
April 24, 1998

February 2-4, 1998

May 25-July 22, 1998

September 3, 1998
September 25-
October 7, 1998

November 4-5, 1998

February 14-
May 11, 1998

Counties of Benton, Jasper, Lake, LaPorte, Newton, Porter, Severe storms, tornadoes June 11-Jully7, 1998

Pulaski, Saint Joseph, and Starke and flooding
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Counties of Benton, Clay, Crawford, Fayette, Franklin, Gibson, Severe storms, tornadoes,  June 11-July 7, 1998
Greene, Howard, Knox, Lawrence, Madison, Miami, Monroe, and flooding

Montgomery, Orange, Owen, Parke, Pike, Putnam, Rush,

Sullivan, Union, Vigo, Wayne, and Warren

lowa
Counties of Adair, Allamakee, Appanoose, Audubon, Benton, Severe storms, tornadoes,  June 14, 1998-
Black Hawk, Boone, Buchanan, Buena Vista, Butler, Calhoun, and flooding July 15, 1998

Carroll, Cass, Cedar, Cerro Gordo, Chickasaw, Clarke, Clay,
Clayton, Clinton, Crawford, Dallas, Davis, Decatur, Delaware,
Des Moines, Dickinson, Emmet, Fayette, Floyd, Franklin, Fremont,
Greene, Grundy, Guthrie, Hamilton, Hancock, Hardin, Harrison,
Henry, Howard, Humboldt, lowa, Jasper, Jefferson, Johnson,
Keokuk, Kossuth, Lee, Linn, Louisa, Lucas, Madison, Mahaska,
Marion, Marshall, Mills, Monona, Montgomery, Muscatine,
Osceola, Page, Palo Alto, Pocahontas, Polk, Pottawattamie,
Poweshiek, Ringgold, Sac, Shelby, Story, Tama, Taylor, Union,
Wapello, Warren, Washington, Webster, Winnebago,
Winneshiek, and Wright

Kansas
Counties of Bourbon, Cherokee, Douglas, Franklin, Jackson, Severe storms, flooding, October 1-8, 1998
Jefferson, Johnson, Leavenworth, Linn, Seward, Wabaunsee, and tornadoes
and Wyandotte
Counties of Butler, Chase, Coffey, Cowley, Douglas, Franklin, Severe storms and October 30-
Greenwood, Harper, Harvey, Johnson, Leavenworth, Lyon, flooding November 15, 1998

Marion, Neosho, Saline, Sedgwick, Sumner, Wilson, Woodson,
and Wyandotte

Kentucky
Counties of Adair, Bath, Boyle, Breathitt, Carter, Casey, Clark, Severe winter storm February 4-6, 1998
Clay, Clinton, Elliott, Estill, Fleming, Garrard, Greenup, Jackson,
Johnson, Knox, Laurel, Lawrence, Lee, Lewis, Lincoln, Madison,
Magoffin, McCreary, Menifee, Mercer, Montgomery, Morgan,
Nicholas, Owsley, Powell, Pulaski, Robertson, Rockcastle, Rowan,
Russell, Wayne, Whitley, and Wolfe

Counties of Adair, Barren, Bell, Breathitt, Casey, Clay, Floyd, Severe storms, tornadoes,  April 16-
Johnson, Knott, Knox, Lawrence, Lee, Leslie, Letcher, Magoffin, and flooding May 10, 1998
Metcalfe, Owsley, Perry, Pike, Warren, and Whitley

Louisiana
Parishes of Acadia, Ascension, Assumption, Baptist, Cameron, Tropical Storm Frances September 9-
Evangeline, Jefferson, Lafourche, Livingston, Orleans, Plaquemines, and Hurricane Georges October 4, 1998

St. Bernard, St. Charles, St. James, St. John, St. Martin, St. Mary,
St. Tammany, Tangipahoa, Terrebone, Vermilion, and Washington

Maine
Counties of Androscoggin, Aroostook, Cumberland, Franklin, Severe ice storms, rain, January 5-25, 1998
Hancock, Kennebec, Knox, Lincoln, Penobscot, Piscataquis, Oxford, and heavy winds
Sagadahoc, Somerset, Waldo, Washington, and York

Counties of Androscoggin, Franklin, Kennebec, Oxford, Severe storms and June 13-July 1, 1998
Somerset, and York flooding
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Marshall Islands
Ailinglaplap, Ailuk, Arno, Aur, Bikini, Ebeye, Ebon, Enewetak,
Jabat, Jaluit, Kili, Kwajalein, Lae, Lib, Likiep, Majuro, Maloelap,
Mejit, Mili, Namorik, Namu, Ujae, Utrik, Wotho, and Wotje

Massachusetts
Counties of Bristol, Essex, Middlesex, Norfolk, Plymouth,
Suffolk, and Worcester

Michigan

Counties of Bay, Clinton, Gratiot, lonia, Kent, Mason, Montcalm,

Newaygo, Oceana, Ottawa, Saginaw, and Shiawassee

County of Muskegon

Counties of Macomb and Wayne

Micronesia
State of Chuuk: Eot, Ettal, Etten, Fanapanges, Fefen, Fonanu,
Fono, Houk, Kuttu, Lekinioch, Losap, Makur, Moch, Murillo,

Nama, Namoluk, Nomwin, Oneop, Onou, Onoun, Paata, Parem,

Piherach, Piis-Emwar, Piis-Paneu, Pollap, Polle, Polowat,

Romanum, Ruo, Satowan, Siis, Ta, Tetiw, Tol, Tomatam, Tonoas,

Udot, Uman, Unanu, Weno, and Wonei.

State of Phonpei: the areas of Kipingamarangi, Mwoakilloa,
Nukuoro, Oroluk, Pakin, Pingelap, and Sapwuahfik.

State of Yap: Eauripik, Elato, Fais, Faraulap, Ifalik,

Lamotrek, Ngulu, Satawal, Sorol, Ulithi, Wolei, and Yap Proper.

Minnesota
Counties of Blue Earth, Brown, Cottonwood, LaSueur, Nicollet,
Nobles, and Rice

Counties of Anoka, Blue Earth, Carver, Dakota, Faribault,
Fillmore, Freeborn, Goodhue, Hennepin, Houston, Jackson,
Mower, Olmsted, Ramsey, Rice, Scott, Wabasha, Washington,
and Winona

Mississippi
Counties of Covington, Forrest, George, Greene, Hancock,
Harrison, Jackson, Jasper, Jefferson Davis, Jones, Lamar,
Marion, Pearl River, Perry, Pike, Stone, and Wayne

Missouri
Counties of Jackson and St. Louis; and City of St. Louis

Counties of Andrew, Barton, Caldwell, Carroll, Cedar, Chariton,
Clay, Dade, DeKalb, Jackson, Linn, Livingston, Macon, Miller,
Moniteau, Morgan, Platte, Polk, and Ray

New Hampshire
Counties of Belknap, Carroll, Cheshire, Coos, Grafton,
Hillsborough, Merrimack, Stafford, and Sullivan
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Severe drought

Heavy rains and
flooding

Severe storms and
straight-line winds

Severe storms and
straight-line winds

Severe storms and

high winds

Severe drought

Severe storms and
tornadoes

Severe storms,

straight-line winds, and
tornadoes

Hurricane Georges

Severe storms and
flooding

Severe storms and
flooding

Severe ice storms, rain,
and high winds

January 17-June 30, 1998

June 13-July 6, 1998

May 31, 1998

May 29-31, 1998

July 21-22, 1998

January 25-
June 30, 1998

March 29, 1998

May 15-
June 28, 1998

September 25-
October 5, 1998

July 10-31, 1998

October 4-11, 1998

January 7-25, 1998
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Counties of Belknap, Carroll, Grafton, Hillsborough, Severe storms and July 12-July 2, 1998

Merrimack, Rockingham, and Sullivan flooding
New Jersey
Counties of Atlantic, Cape May, and Ocean Severe winter coastal February 4-9, 1998
storm, high winds, and
flooding
New York
Counties of Clinton, Essex, Franklin, Genessee, Jefferson, Severe winter and ice January 5-17, 1998
Lewis, Monroe, Niagara, Saratoga, and St. Lawrence storms, high winds, and
flooding
Counties of Broome, Chenango, Otsego, Rensselaer, Saratoga, Severe thunderstorms May 31-June 2, 1998
and Wyoming and tornadoes
Counties of Allegany, Cattaraugus, Clinton, Delaware, Erie, Severe storms and June 25-July 10, 1998
Essex, Franklin, Genesee, Livingston, Monroe, Steuben, flooding

Sullivan, Tioga, Tompkins, and Wyoming

Counties of Cayuga, Fulton, Herkimer, Madison, Monroe, Severe storms and September 7, 1998
Nassau, Oneida, Onondaga, Ontario, Orleans, and Wayne high winds

North Carolina

Counties of Ashe, Avery, Dare, Haywood, Madison, Mitchell, Severe storms and January 7-
Robeson, Transylvania, Watauga, and Yancey flooding February 12, 1998
Counties of Durham, Edgecombe, Lenoir, Nash, Rockingham, Severe storms, tornadoes, March 20-
Wake, and Wayne and flooding April 1, 1998
Counties of Beaufort, Bertie, Bladen, Brunswick, Camden, Hurricane Bonnie August 25-
Carteret, Chowan, Columbus, Craven, Cumberland, Currituck, September 1, 1998

Dare, Duplin, Greene, Hyde, Jones, Lenoir, Martin,
New Hanover, Onslow, Pamlico, Pasquotank, Pender, Perquimans,
Pitt, Robeson, Sampson, Tyrrell, Washington, and Wayne

North Dakota

Counties of Barnes, Benson, Cass, Dickey, LaMoure, Nelson, Flooding ground March 2-July
Pembina, Pierce, Ramsey, Ransom, Richland, Rolette, Sargent, saturation, and severe 18, 1998
Stutsman, Towner, Walsh; and Indian Reservations of the Spirit storms

Lake Sioux Tribe and the Turtle Mountain Band of Chippewa

Northern Mariana Islands
Island of Rota Typhoon Paka and December 16-17, 1998
associated torrential rains

Ohio
Counties of Athens, Belmont, Coshocton, Franklin, Guernsey, Severe storms, flooding, June 24-July 5, 1998
Harrison, Holmes, Jackson, Jefferson, Knox, Meigs, Monroe, and tornadoes

Morgan, Morrow, Muskingum, Noble, Ottawa, Perry, Pickaway,
Richland, Sandusky, Tuscarawas, and Washington

Oregon
County of Crook Flooding May 28-June 3, 1998
Pennsylvania
Counties of Allegheny, Beaver, Berks, Pike, Susquehanna, Severe storms, tornadoes May 31-June 2, 1998
Somerset, and Wyoming and flooding
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Puerto Rico
All municipios Hurricane Georges

September 20-

October 27, 1998

South Carolina
County of Horry Hurricane Bonnie

August 25-

September 1, 1998

South Dakota

Counties of Brown, Clark, Codington, Day, Hanson, Marshall, Flooding, severe storms,
McCook, Roberts, and Spink and tornadoes

Tennessee
Counties of Bledsoe, Bradley, Campbell, Cannon, Carter, Chester, Severe storms and
Clay, Cocke, Crockett, Cumberland, DeKalb, Fentress, Gibson, flooding

Greene, Grundy, Hawkins, Haywood, Jackson, Jefferson, Johnson,
Madison, Meigs, Morgan, Overton, Pickett, Polk, Putnam, Rhea,
Roane, Scott, Sequatchie, Sevier, Sullivan, Tipton, Unicoi,

Van Buren, Warren, Washington, and White

Counties of Anderson, Blount, Bradley, Campbell, Carroll, Severe storms, tornadoes,

Cheatham, Claiborne, Crockett, Davidson, Dickson, Dyer, Gibson, and flooding
Giles, Grainger, Hamblen, Hancock, Hardin, Hawkins, Humphreys,

Jackson, Jefferson, Knox, Lauderdale, Lawrence, Loudon, Macon,

Madison, Maury, Monroe, Morgan, Pickett, Polk, Rhea, Roane,

Robertson, Scott, Sevier, Shelby, Sumner, Union, Wayne,

Williamson, and Wilson

Counties of Lawrence and Lewis Flooding and severe
storms
Texas
Counties of Edwards, Kimble, Kinney, Maverick, Real, Tropical Storm Charley

Uvalde, Val Verde, and Webb

Counties of Brazoria, Galveston, Harris, Jefferson, and Severe storms and
Matagorda flooding associated with
Tropical Storm Frances

Counties of Austin, Atascosa, Bastrop, Bexar, Blanco, Brazoria, Severe storms, flooding,

Burleson, Caldwell, Calhoun, Colorado, Comal, DeWitt, Fayette, and tornadoes
Fort Bend, Galveston, Goliad, Gonzales, Grimes, Guadalupe,

Harris, Hays, Jackson, Jefferson, Jim Wells, Karnes, Kendall,

Lavaca, Liberty, Matagorda, Medina, Montgomery, Nueces, Polk,

Refugio, San Jacinto, San Patricio, Travis, Trinity, Victoria,

Walker, Waller, Wharton, and Wilson

U.S. Virgin Islands

Islands of St. Croix, St. John, St. Thomas, and Water Island Hurricane Georges
Vermont

Counties of Addison, Chittenden, Franklin, Grand Isle, Orange, Severe ice storms, rain,

and Windsor high winds, and flooding

Counties of Addison, Caledonia, Chittenden, Essex, Franklin, Severe storms and

Lamoille, Orange, Orleans, Rutland, Washington, and Windsor flooding
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February 12, 1998
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September 19-22, 1998

January 6-16, 1998

June 17-August
17,1998
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Virginia

Cities of Chesapeake, Norfolk, Portsmouth, Suffolk, and Hurricane Bonnie August 25-
Virginia Beach September 1, 1998
Washington
Counties of Ferry and Stevens Severe storms and May 26-29, 1998
flooding
City of Kelso (Cowlitz County), specifically the Aldercrest-Banyon Landslide March 6-November
subdivision 19, 1998
West Virginia
Counties of Braxton, Cabell, Calhoun, Clay, Doddridge, Gilmer, Severe storms, June 26-July 27, 1998
Harrison, Jackson, Kanawha, Lewis, Marion, Marshall, Ohio, flooding, and
Pleasants, Ritchie, Roane, Tyler, Webster, Wetzel, Wirt, and Wood tornadoes
Wisconsin
Counties of Buffalo, Clark, Crawford, Dunn, Grant, Jackson, Severe storms, June 18-30, 1998
La Crosse, Monroe, Pepin, Pierce, Richland, St. Croix, Trempealeau, straight-line winds,
and Vernon tornadoes, heavy rain,
and flooding
Counties of Milwaukee, Racine, Rock, Sheboygan, and Waukesha Severe storms and August 5-15, 1998

flooding

Section 280G.—Golden Section 468.—Special Rules for
Parachute Payments Mining and Solid Waste
Federal short-term, mid-term, and Iong-termR":’\CIamatlon and Closmg Costs

rates are set forth for the month of March 1999. See

Rev. Rul. 99-11, page 18. The adjusted applicable federal short-term, m

term, and long-term rates are set forth for the mo
of March 1999. See Rev. Rul. 99-11, page 18.

Section 382.—Limitation on Net
Operating Loss Carryforwards
and Certain Built-In Losses
Following Ownership Change

Section 482.—Allocation of
Income and Deductions Among
Taxpayers

The adjusted federal long-term rate is set forth
for the month of March 1999. See Rev. Rul. 99-11
page 18.

Federal short-term, mid-term, and long-ter

Rev. Rul. 99-11, page 18.

Section 412.—Minimum

Funding Standards Section 483.—Interest on

Certain Deferred Payments
The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month The adjusted applicable federal short-term, m
of March 1999. See Rev. Rul. 99-11, page 18. term, and long-term rates are set forth for the mo
of March 1999. See Rev. Rul. 99-11, page 18.

Section 467.—Certain
Payments for the Use of
Property or Services

Section 642.—Special Rules for
Credits and Deductions

The adjusted applicable federal short-term, mid- Federal short-term, mid-term, and long-ter

term, and long-term rates are set forth for the monttates are set forth for the month of March 1999. S

of March 1999. See Rev. Rul. 99-11, page 18. Rev. Rul. 99-11, page 18.
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rates are set forth for the month of March 1999. See

Section 807.—Rules for Certain
Reserves

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month

id March 1999. See Rev. Rul. 99-11, page 18.

o
Insurance companies; interest rate
tables. Prevailing state assumed interest
rates are provided for the determination of
reserves under section 807 of the Code for
contracts issued in 1998 and 1999. Rev.

Rul. 92-19 supplemented in part.

ev. Rul. 99-10

For purposes of § 807(d)(4) of the In-
ternal Revenue Code, for taxable years
beginning after December 31, 1997, this
ruling supplements the schedules of pre-
vailing state assumed interest rates set
forth in Rev. Rul. 92-19, 1992-1 C.B.

id227. This information is to be used by in-
"Gurance companies in computing their re-
serves for (1) life insurance and supple-
mentary total and permanent disability
benefits, (2) individual annuities and pure
endowments, and (3) group annuities and
pure endowments. As § 807(d)(2)(B) re-
;duires that the interest rate used to com-
dJaute these reserves be the greater of (1)
the applicable federal interest rate, or (2)
the prevailing state assumed interest rate,
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the table of applicable federal interesPart IV of Rev. Rul. 92-19, providing theest rates for insurance products issued in
rates in Rev. Rul. 92-19 is also suppleapplicable federal interest rate unde1992 and 1993), Rev. Rul. 94-11, 19941
mented. . 8 807(d) for 1998 and 1999. This I'U"n%.B. 196 (1993 and 1994), Rev. Rul.
Following are supplements to schedeoes not supplement Parts | and Il of Re§5_4’ 1995-1 C.B. 141 (1994 and 1995),
ules A, B, C, and D to Part Il of Rev. Rul.Rul. 92-19.
92-19, providing prevailing state as- This is the seventh supplement to thgev' Rul. 96-2, 1996-1 C.B. 141 (1995
sumed interest rates for insurance prodaterest rates provided in Rev. Rul. 92-1gand 1996), Rev. Rul. 97-2,1997-1 C.B. 8
ucts with different features issued in 199&arlier supplements were published if1996 and 1997), and Rev. Rul. 98-2,
and 1999, and a supplement to the table Rev. Rul. 93-58, 1993-2 C.B. 241 (inter1998-2 I.R.B. 15 (1997 and 1998).

Part lll. Prevailing State Assumed Interest Rates — Products Issued in Years After 1982.*
Schedule A

STATUTORY VALUATION INTEREST RATES BASED ON THE 1980 AMENDMENTS TO
THE NAIC STANDARD VALUATION LAW

A. Life insurance valuation:

Guarantee Duration Calendar Year

(years) of Issue
1999

10 or fewer 5.00%*

More than 10 4.75**

but not more than 20

More than 20 4.50**

Source: Rates calculated from the monthly averages, ending June 30, 1998, of Moody’s Corporate
Bond Yield Average — Monthly Average Corporates.

** As the applicable federal interest rate for 1999 of 6.30 percent exceeds this prevailing state as-
sumed interest rate, the interest rate to be used for this product under § 807 is 6.30 percent.

* The terms used in the schedules in this ruling and in Part Il of Rev. Rul. 92—-19 are those used in the Standard Valuation
Law; the terms are defined in Rev. Rul. 92-19.

Part Ill, Schedule B

STATUTORY VALUATION INTEREST RATES BASED ON THE 1980 AMENDMENTS TO
THE NAIC STANDARD VALUATION LAW

B. Single premium immediate annuities and annuity benefits involving life contingencies arising
from other annuities with cash settlement options and from guaranteed interest contracts with cash
settlement options:

Calendar Year of Issue Valuation Interest Rate
1998 6.25*

Source: Rates calculated from the monthly averages, ending June 30, 1998, of Moody’s Corporate
Bond Yield Average — Monthly Average Corporates. The terms used in this schedule are those
used in the Standard Valuation Law as defined in Rev. Rul. 92-19.

*As this prevailing state assumed interest does not exceed the applicable federal interest rate for 1998 of 6.31 percent, the
applicable federal interest rate of 6.31 percent is to be used for this product under § 807.
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STATUTORY VALUATION INTEREST RATES BASED ON NAIC STANDARD VALUATION LAW FOR

Part Ill, Schedule C16 — 1998

1998CALENDAR YEAR BUSINESS GOVERNED BY THE 1980 AMENDMENTS

C. Valuation interest rates for other annuities and guaranteed interest contracts that are valued on an issue year basis:

Cash Future Valuation Interest Rate
Settlement Interest Guarantee Duration For Plan Type
Options? Guarantee? (years) A B C

Yes Yes 5 or fewer 6.25* 5.50* 5.00*
More than 5, but not more than 10 6.00* 5.50* 5.00*
More than 10, but not more than 20 5.75*% 5.00* 4.75*
More than 20 4.75*% 4.50* 4.50*
Yes No 5 or fewer 6.50 5.75* 5.25*
More than 5, but not more than 10 6.25* 5.75* 5.25*%
More than 10, but not more than 20 6.00* 5.25* 5.00*
More than 20 5.00* 4.75*% 4.75*%
No Yes or No 5 or fewer 6.25*
More than 5, but not more than 10 6.00* NOT APPLICABLE
More than 10, but not more than 20 5.75*
More than 20 4.75*

Source: Rates calculated from the monthly averages, ending June 30, 1998 of Moody’s Corporate Bond Yield Average — Monthly
Average Corporates.

*As the applicable federal interest rate for 1998 of 6.31 percent exceeds this prevailing state assumed interest nast, thie itdtde used for this product under
§ 807 is 6.31 percent.

Part Ill, Schedule D16 — 1998

STATUTORY VALUATION INTEREST RATES BASED ON NAIC STANDARD VALUATION LAW FOR
1998CALENDAR YEAR BUSINESS GOVERNED BY THE 1980 AMENDMENTS

D. Valuation interest rates for other annuities and guaranteed interest contracts that are contracts with cash setilesreamd opti
that are valued on a change in fund basis:

Cash Future Valuation Interest Rate
Settlement Interest Guarantee Duration For Plan Type
Options? Guarantee? (years) A B C

Yes Yes 5 or fewer 7.00 6.50 5.25*
More than 5, but not more than 10 6.75 6.50 5.25*
More than 10, but not more than 20 6.25* 6.00* 5.00*
More than 20 5.50* 5.50* 4.75*

Yes No 5 or fewer 7.00 6.75 5.50*
More than 5, but not more than 10 7.00 6.75 5.50*
More than 10, but not more than 20 6.50 6.25* 5.25*
More than 20 5.75* 5.75* 4.75*

Source: Rates calculated from the monthly averages, ending June 30, 1998, of Moody’s Corporate Bond Yield Average — Monthly
Average Corporates.

*As the applicable federal interest rate for 1998 of 6.31 percent exceeds this prevailing state assumed interest nagst, thie itdebe used for this product under
§ 807 is 6.31 percent.
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Part IV. Applicable Federal Interest EFFECT ON OTHER REVENUE DRAFTING INFORMATIONThe
Rates. RULINGS principal author of this revenue ruling is
Ann H. Logan of the Office of Assistant
TABLE OF APPLICABLE FEDERAL Rev. Rul. 92-19 is supplemented by thehief Counsel (Financial Institutions and

INTEREST RATES FOR PURPOSES  4qition to Part IIl of that ruling of pre- Products). For further information
OF § 807 vailing state assumed interest rates undeggarding this revenue ruling contact her
§ 807 for certain insurance products isen (202) 622-3970 (not a toll-free call).

Year Interest Rate ] ]

sued in 1998 and 1999 and is further sup-
1998 6.31 plemented by an addition to the table in
1999 6.30 Part IV of Rev. Rul. 92-19 listing applica-

Sources: Rev. Rul. 97-50, 1997-49 C.gle federal interest rates. Parts | and Il of
5 for the 1998 rate and Rev. Rul. 98-57€v. Rul. 92-19 are not affected by this
1998-49 |.R.B. 4 for the 1999 rate. ruling.
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*1131998-2 I.R.B. 15
Internal Revenue Service (LR.S.)

Revenue Ruling
INSURANCE COMPANIES; INTEREST RATE TABLES

Published: January 12, 1998

Insurance companies; Interest rate tables. Prevailing state assumed interest rates are provided for the determination of reserves
under section 807 of the Code for contracts issued in 1997 and 1998. Rev. Rul. 92-19 supplemented in part.

Prevailing state assumed interest rates are provided for the determination of reserves under section 807 of the Code for contracts
issued in 1997 and 1998. Rev. Rul. 92-19 supplemented in part.

For purposes of § 807(d)(4) of the Internal Revenue Code, for taxable years beginning after December 31, 1996, this ruling
supplements the schedules of prevailing state assumed interest rates set forth in Rev. Rul. 92-19, 1992-1 C.B. 227. This information is
to be used by insurance companies in computing their reserves for (1) life insurance and supplementary total and permanent disability
benefits, (2) individual annuities and pure endowments, and (3) group annuities and pure endowments. As § 807(d)(2)(B) requires that
the interest rate used to compute these reserves be the greater of (1) the applicable federal interest rate, or (2) the prevailing state
assumed interest rate, the table of applicable federal interest rates in Rev. Rul. 92-19 is also supplemented.

Following are supplements to schedules A, B, C, and D to Part III of Rev. Rul.

Part I11. Prevailing State Assumed Interest Rates--Products Issued in Years After 1982, (FN*)

Schedule A
STATUTORY VALUATION INTEREST RATES BASED ON THE 1980 AMENDMENTS TO THE NAIC
STANDARD VALUATION LAW
A. Life insurance valuation:

Guarantee Duration (years) Calendar Year of Issue
13998
10 or fewer 5.50 (FNaal)

*114 More than 10 but not more than 20 5.25 (FNaal)
More than 20 4.50 (FNaal)

Note FNSource: Rates calculated from the monthly averages, ending June 30, 1997,
of Moody's Corporate Bond Yield Average--Monthly Average Corporates.
Note FNaal. As the applicable federal interest rate for 1998 of 6.31 percent
exceeds this prevailing state assumed interest rate, the interest rate to be

used for this product under § 807 is 6.31 percent.
Part II1, Schedule B

Copyright (c) West Group 1998 ©No claim to original U.S. Govt. works
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STATUTORY VALUATION INTEREST RATES BASED ON THE 1980 AMENDMENTS TO THE NAIC-
STANDARD VALUATION LAW

B. Single premium immediate annuities and annuity benefits involving life contingencies arising from other annuities with cash
settlement options and from guaranteed interest contracts with cash settlement options:
Calendar Year of Issue Valuation Interest Rate

1997 6.75 (FNal)
Note FNSource: Rates calculated from the monthly averages, ending June 30, 1997,
of Moody's Corporate Bond Yield Average--Monthly Average Corporates. The
terms used in this schedule are those used in the Standard Valuation Law as
defined in Rev. Rul. 92"19.
Note FNal. As this prevailing state assumed interest rate exceeds the applicable
federal interest rate for 1997 of 6.33 percent, the prevailing state assumed

interest rate of 6.75 percent is to be used for this product under§ 807.

Part 111, Schedule C15--1997

STATUTORY VALUATION INTEREST RATES BASED ON NAIC STANDARD VALUATION LAW FOR 1997
CALENDAR YEAR BUSINESS GOVERNED BY THE 1980 AMENDMENTS

C. Valuation interest rates for other annuities and guaranteed interest contracts that are valued on an issue year basis:
Valuation Interest Rate For

Plan Type
Cash Future Guarantee Duration A B o}
*115 Settlement Interest (years)
Options? Guarantee?
Yes Yes 5 cor fewer 6.75 5.75 5.25
(FNal) (FNal)
More than 5, but 6.50 5.75 5.25
not more than 10 (FNal) (FNal)
More than 10, but 6.00 5.25 5.25
not more than 20 (FNal) (FNal) (FNal)
More than 20 5.25 4.75 4.75
(FNal) (FNal) (FNal)
Yes No 5 or fewer 7.00 6.00 5.50
(FNal) (FNal)
More than 5, but 6.75 6.00 5.50
not more than 10 (FNal) (FNal)
More than 10, but 6.25 5.50 5.25
not more than 20 (FNal) (FNal) (FNal)
More than 20 5.25 5.00 5.00
(FNal) (FNal) (FNal)
No Yes or No 5 or fewer 6.75
More than 5, but 6.50 NOT APPLICABLE
not more than 10
More than 10, but 6.00
not more than 20 (FNal)
More than 20 5.25
*116 (FNal)

Copyright (c) West Group 1998 ©No claim to original U.S. Govt. works
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Note FNSource: Rates calculated from the monthly averages, ending June 30, 1997 of
Moody's Corporate Bond Yield Average--Monthly Average Corporates.

Note FNal. As the applicable federal interest rate for 1997 of 6.33 percent
exceeds this prevailing state assumed interest rate, the interest rate to be

used for this product under § 807 is 6.33 percent.

Part [V, Applicable Federal Interest Rates.

TABLE OF APPLICABLE FEDERAL INTEREST RATES FOR PURPOSES OF§ 807

Year Interest Rate
1997 6.33
1998 6.31

Note FNSources: Rev. Rul. 96"57, 1996"2 C.B. 82 for the 1997 rate and Rev. Rul.
97"50, 1997"49 I.R.B. 5 for the 1998 rate.

EFFECT ON OTHER REVENUE RULINGS

Rev. Rul. 92-19 is supplemented by the addition to Part III of that ruling of prevailing state assumed interest rates under § 807 for
certain insurance products issued in 1997 and 1998 and is further supplemented by an addition to the table in Part IV of Rev. Rul.
92-19 listing applicable federal interest rates. Parts [ and II of Rev. Rul. 92-19 are not affected by this ruling.

DRAFTING INFORMATION

The principal author of this revenue ruling is Ann H. Logan of the Office of Assistant Chief Counsel (Financial Institutions and
Products). For further information regarding this revenue ruling contact her on (202) 622-3970 (not a toll-free call).

Part II1, Schedule D15-1997

STATUTORY VALUATION INTEREST RATES BASED ON NAIC STANDARD VALUATION LAW FOR 1997
CALENDAR YEAR BUSINESS GOVERNED BY THE 1980 AMENDMENTS

D. Valuation interest rates for other annuities and guaranteed interest contracts that are contracts with cash settlement options and
that are valued on a change in fund basis:
Valuation Interest Rate For

*117 Plan Type
Cash Future Guarantee Duration A B C
Settlement Interest (years)
Options? Guarantee?
Yes Yes S or fewer 7.50 7.00 5.50 (FNal)
More than 5, but 7.25 7.00 5.50 (FNal)
not more than 10
More than 10, but 6.75 6.50 5.25 (FNal)
not more than 20
More than 20 5.75 5.75 5.00 (FNal)
(FNal) (FNal)
Yes No 5 or fewer 7.75 7.25 5.75 (FNal)
More than 5, but 7.50 7.25 5.75 (FNal)

Copyright (c) West Group 1998 No claim to original U.S. Govt. works
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not more than 10

More than 10, but 7.00 6.75 5.50 (FNal)
not more than 20
More than 20 6.00 6.00 5.25 (FNal)
(FNal) (FNal)

Note FNSource: Rates calculated from the monthly averages, ending June 30, 1997,
of Moody's Corporate Bond Yield Average--Monthly Average Corporates.
Note FNal. As the applicable federal interest rate for 1997 of 6.33 percent
exceeds this prevalling state assumed interest rate, the interest rate to be

used for this product under § 807 is 6.33 percent.
EFFECT ON OTHER REVENUE RULINGS
Rev. Rul. 92-19 is supplemented by the addition to Part III of that ruling of prevailing state assumed interest rates under § 807 for
certain insurance products issued in 1997 and 1998 and is further supplemented by an addition to the table in Part IV of Rev. Rul.
92-19 listing applicable federal interest rates. Parts I and II of Rev. Rul. 92-19 are not affected by this ruling.
*118 DRAFTING INFORMATION

The principal author of this revenue ruling is Ann H. Logan of the Office of Assistant Chief Counsel (Financial Institutions and
‘Products). For further information regarding this revenue ruling contact her on (202) 622-3970 (not a toll-free call).

FNal. The terms used in the schedules in this ruling and in Part Il of Rev. Rul. 92-19 are those used in the Standard Valuation Law; the terms are defined in Rev.
Rul. 92-19.
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Section 846.—Discounted case of certain debt instruments issued AFR) for the current month for purposes
Unpaid Losses Defined for property. This ruling provides vari- of section 1288(b). Table 3 sets forth the
ous prescribed rates for federal incomadjusted federal long-term rate and the

The adjusted applicable federal short-term, anfax purposes for March 1999. long-term tax-exempt rate described in
I](-)glggs;tesrm rgtes aRreI sg; f(ﬂh for thfsmonth of March section 382(f). Table 4 contains the ap-
- ©ee eV RUl 59722 page 28 Rev. Rul. 99-11 propriate percentages for determining the

This revenue ruling provides varioudoW-income housing credit described in
prescribed rates for federal income tagection 42(b)(2) for buildings placed in
purposes for March 1999 (the currengervice during the current month. Finally,

Section 1274.—Determination

(O:feﬁ?ilne [I;):l;:telrllrs]tf’tfnce:ﬁfseliued month.) Table 1 contains the short-termT?b_'e 5 contains the federal rate for _deter-
mid-term, and long-term applicable fed.Mining the present value of an annuity, an
for Property eral rates (AFR) for the current month fofnterest for life or for a term of years, or a
purposes of section 1274(d) of the Intef€mainder or a reversionary interest for

(Also Sections 42, 280G, 382, 412, 467, 468, 482, _ .
483, 642, 807, 846, 1288, 7520, 7872.) nal Revenue Code. Table 2 contains tHeHrposes of section 7520.

short-term, mid-term, and long-term ad-
Determination of issue price in the justed applicable federal rates (adjusted

REV. RUL. 99-11 TABLE 1
Applicable Federal Rates (AFR) for March 1999
Period for Compounding
Annual Semiannual Quarterly Monthly

Short-Term

AFR 4.67% 4.62% 4.59% 4.58%
110% AFR 5.14% 5.08% 5.05% 5.03%
120% AFR 5.62% 5.54% 5.50% 5.48%
130% AFR 6.10% 6.01% 5.97% 5.94%
Mid-Term

AFR 4.83% 4.77% 4.74% 4.72%
110% AFR 5.32% 5.25% 5.22% 5.19%
120% AFR 5.80% 5.72% 5.68% 5.65%
130% AFR 6.30% 6.20% 6.15% 6.12%
150% AFR 7.29% 7.16% 7.10% 7.06%
175% AFR 8.52% 8.35% 8.26% 8.21%
Long-Term

AFR 5.30% 5.23% 5.20% 5.17%
110% AFR 5.83% 5.75% 5.71% 5.68%
120% AFR 6.38% 6.28% 6.23% 6.20%
130% AFR 6.92% 6.80% 6.74% 6.71%

REV. RUL. 99-11 TABLE 2
Adjusted AFR for March 1999
Period for Compounding
Annual Semiannual Quarterly Monthly

Short-term
adjusted AFR 3.09% 3.07% 3.06% 3.05%
Mid-term
adjusted AFR 3.77% 3.74% 3.72% 3.71%
Long-term
adjusted AFR 4.68% 4.63% 4.60% 4.59%
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REV. RUL. 99-11 TABLE 3
Rates Under Section 382 for March 1999
Adjusted federal long-term rate for the current month 4.68%

Long-term tax-exempt rate for ownership changes during the current month (the highest of the
adjusted federal long-term rates for the current month and the prior two months.) 4.71%

REV. RUL. 99-11 TABLE 4
Appropriate Percentages Under Section 42(b)(2) for March 1999
Appropriate percentage for the 70% present value low-income housing credit 8.18%

Appropriate percentage for the 30% present value low-income housing credit 3.51%

REV. RUL. 99-11 TABLE 5
Rate Under Section 7520 for March 1999

Applicable federal rate for determining the present value of an annuity, an interest for life or a term of

years, or a remainder or reversionary interest 5.8%
Section 1288.—Treatment of ACTION: Final and temporary regula-SUPPLEMENTARY INFORMATION:
iai i tions.
Original Issue g!sco_unt on Background
Tax-Exempt Obligations SUMMARY: This document contains

The adjusted applicable federal short-term, midfinal and temporary regulations relating to JNder section 6103()(1) of the Inter-

term, and long-term rates are set forth for the montadditions to, and deletions from, the list o al Revenue Code, upon written request

of March 1999. See Rev. Rul. 99-11, page 18 jtems of information disclosed to the''0™ the Secretary of Commerce, the
Secretary is to furnish to the Bureau of

Bureau of the Census for use in certaln1 3 Y .
- . e Census (“Bureau”) tax return infor-
statistical programs. These regulations

Section 6103.—Confidentiality  ,r6vide guidance to IRS personnel remation that s prescribed by Treasury reg-
and Disclosure of Returns and sponsible for disclosing the information | 2uons for the purpose of structuring

; . censuses and national economic accounts
Return Information The text of the temporary regulations aISSnd conducting related statistical activi-

serves as the text of the proposed regula- : .
26 CFR 6103.301.6103()(1)-1: Department of tions set forth in the nottiJ:e [())f ro ogeq?es' Section 301.6103()(1)-1 of the reg-
Commerce prop lations provides an itemized description

TD. 8811 rulemaking on this subject in REG_of the return information authorized to be
= 121806-97, on page 46. disclosed for this purpose. Periodically,

DEPARTMENT OF THE TREASURY DATES: Effective Date:These regula- (e disclosure regulations are amended to

Internal Revenue Service tions are effective January 25, 1999.  reflect the changing needs of the Bureau

26 CER Part 301 Applicability Date:For dates of applic- flor-data fqult-s statutorily authorized sta-
ability, see §301.6103(j)(1)-1T(e) oftistical activities.

Disclosure of Return Information  these regulations. This document adopts temporary regu-
to the Bureau of the Census lations that authorize IRS personnel to

FOR FURTHER INFORMATION CON- disclose the additional items of return in-
AGENCY: Internal Revenue ServiceTACT: Jamie Bernstein, (202) 622-457Gormation that have been requested by the
(IRS), Treasury. (not a toll-free number). Secretary of Commerce. The temporary
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regulations also delete certain items of rdected by the requested disclosure of pacedure Act (5 U.S.C. chapter 5) does not
turn information that are enumerated irent corporation identity information, be-apply to these regulations. For the applic-
the existing regulations but that the Secrezause subsidiaries could then be linkedbility of the Regulatory Flexibility Act (5
tary of Commerce has indicated are nbefore a sample was selected and would.S.C. chapter 6) see the Special Analy-
longer needed. be relieved of the separate Census repoges section of the preamble to the cross
Except for §301.6103(j)(1)-1T(b)(3),ing requirements. Finally, the Bureaueference notice of proposed rulemaking
(b)(6)(i)(A) and (b)(6)(iii), the text of the seeks to enhance the quality and redugeiblished in the Proposed Rules section
temporary regulations is the same as 26e size of sample frames under the QFR this issue of th&ederal Register. Pur-
CFR 301.6103(j)(1)-1. The changegrogram by identifying inactive corpora-suant to section 7805(f) of the Internal
made by §301.6103(j)(1)-1T(b)(3),tions so that they can be excluded froriRevenue Code, these temporary regula-
(b)(6)(i)(A) and (b)(6)(iii) are discussedthe universe subject to sampling. This reions will be submitted to the Chief Coun-

below. quires that certain items of corporate enfel for Advocacy of the Small Business
' . ployment tax information (employer iden-Administration for comment on their im-
Explanation of Provisions tification number, tax period, totalPacton small business.

The request by the Secretary of Comc@Mpensation, and taxable wages ang
merce for additional items of return infor-liPS), available to the Bureau under the o
mation has indicated several areas ifXisting regulations for economic census The principal author of these regula-

which changes to existing Bureau acced¥!’P0ses, be available to the Bureau dions is Douglas Giblen, Office of the As-
to tax return information either would im-Well for QFR purposes. sociate Chief Counsel (International) (for-
prove present statistical programs or are The Secretary of Commerce has adnerly of the Office of Assistant Chief
necessary to implement new programs. vised that the Bureau no longer uses celbounsel (Disclosure Litigation)). How-

To reduce small businesses’ direct refdin items of information listed in the ex-ever, other personnel from the IRS and
porting burden in quinquennial economidSting regulations: sales of livestock ganeaSUfy Department participated in their
censuses and current economic surveydroduce raised, Schedule E informatiofevelopment.

and to improve the quality of the data refiled with the Form 1120 series, and, with r * * o %

ceived, the Bureau needs certain items §SPect to the QFR program, net income
information set forth in tax returns. Thes@' 10ss. Accordingly, the temporary reguAdoption of Amendments to the

items include total expenses or dedudations have deleted these items from theegulations

tions, beginning- and end-of-year inven_e_numeration of return information to be Accordingly, 26 CFR Part 301 is
tories, net gain from sales of businesdisclosed to the Bureau. amended as follows:

property, other income, and total income. 1he transfer of the Census of Agricul-
The Secretary of Commerce also haure to the Department of AgriculturePART 301—PROCEDURE AND

requested identity information of parenfmder the Census of Agriculture Act ofADMINISTRATION
corporations as shown on corporate tax297 (Public Law 105-113) has also ob- L
retuprns. This information will egable theviated the need for the Secretary of Com- Paragraph 1. The authorty citation for
Bureau to collect data for various ecoMerce to receive certain items of informaPart 301 is amended by adding an entry in

: : . - ~aumerical order to read as follows:
nomic surveys at the subsidiary or divilion- These items are: Schedule F filed Authority: 26 U.S.C. 7805 * * *

; ; ith the Form 1040 series, net farm prof- ) ) :
sion level rather than at the esta}bhs_hme?ft‘fs agricultural activity code, and anS\F/)vers Section 301.6103())(1)-1T also issued
level. Restructuring data collection in ac**>: ' nder 26 U.S.C. 6103(j)(1):* * *

cordance with such new organizationaﬁo material participation questions. ThesH Par. 2. Section 301.6103()(1)—1 is

linkages will reduce the burden on indi{tems have been deleted in the temporary - ded by revising paragraphs (b)(3)

vidual business establishments to estimafggulations. : .

data relating to their affiliates, enhance FOr simplification and consistency, the®"? (XEID(A) o read as follows:

the quality of the data collected, and pro©M “10ss™ is not expressly stated in thesg301.6103(j)(1)-1 Disclosures of return
vide the Bureau with an efficient samJ€gulations as an alternative to “incomeinformation to officers and employees of
pling frame for surveys collecting certain®" “9&in,” but it is the intent of the Secrethe Department of Commerce for certain
data, such as capital expenditures, that di@Y to Interpret “income” or “gain” as in- statistical purposes and related activities.

typically not available at the establish£Uding negative or loss figures and to

rafting Information

* * *x * *

ment level. provide any such figures to the Bureau.
To eliminate the follow-up contact ofS ecial Analvses (b)(3)[Reserved]. For further guid-
corporate taxpayers presently requiredp y ance, see §301.6103(j)(1)-1T(b)(3).

under the Quarterly Financial Report It has been determined that this Trea-
(QFR) program in order to establish $ury decision is not a significant regula-
corporation status, the Bureau needs thery action as defined in EO 12866. (b)(6)(i)(A)[Reserved]. For further

document code and district office cod&herefore, a regulatory assessment is ngtlidance, see §301.6103(j)(1)-1T(b)-
from corporate returns. Another improverequired. It also has been determined th&®)(1)(A).

ment to the QFR program would be efsection 553(b) of the Administrative Pro- ok ox %

* Kk * *x %
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Par. 3. Section 301.6103(j)(1)-1T is (xix) Principal industrial activity code, Approved December 29, 1998.

added to read as follows: including the business description; .

, , (xx) Total number of documents and Donald C. Lubick,
§301.61_03(J)(1)—_1T Disclosure of return the total amount reported on the Form Assistant Secretary of
information to officers and employees (_)f 1096 transmitting Forms 1099-MISC; the Treasury.
tr»:et'D?pairtment of COFT(;meII’(E{e(;OI’ (ief';alﬂ (XXi) Form 941 indicator and buSineS%Filed by the Office of the Federal Register on Janu-
Sausical purposes and related activiies address on Schedule C; and ary 22, 1999, 8:45 a.m., and published in the issue of

(temporary). (xxii) Consolidated return indicator.  the Federal Register for January 25, 1999, 64 F.R.

(a) through (b)(2)[Reserved]. For fur- (b)(4) and (5)[Reserved]. For further3669)
ther guidance, see §301.6103(j)(1)-1(guidance, see §301.6103(j)(1)-1(b)(4)
through (b)(2). and (5). _

(b)(3) Officers or emp|oyees of the In- (b)(6)(|) Officers or employees of theSection 6221.—Tax Treatment
ternal Revenue Service will disclose thénternal Revenue Service will disclose th@©etermined at Partnership Level
following business related return informafollowing return information (but not in-
tion reflected on the return of a taxpayeeluding return information described in26 CFR 6_221—1T: Tax treatment determined at
to officers and employees of the Bureagection 6103(0)(2)) reflected on the returfartnership level (Temporary)
of the Census for purposes of, but only tof a corporation with respect to the tax
the extent necessary in, conducting anghposed by Chapter 1 to officers and emy.p. 8808

reparing, as authorized by chapter 5 gfloyees of the Bureau of the Census for
tpitlg 13,gUnited States gode,pdemopurposes of, but only to the extent neceQEPARTMENT OF THE TREASURY
graphic, economic, and agricultural statissary in, developing and preparing, as adnternal Revenue Service
tics programs, censuses, and surveys. Tterized by law, the Quarterly Financial26 CFR Part 301
“return of a taxpayer” includes, but is notReport— . o
limited to, Form 941; Form 990 series; (A) From the business master files OModlflgqtlons and Ad(_:iltlons_to
Form 1040 series and Schedules C arthe Internal Revenue Service— the Unified Partnership Audit
SE; Form 1065 and all attending sched- (1) Taxpayer identity information (asProcedures
ules and Form 8825; Form 1120 seriedefined in section 6103(b)(6)), includingAGENCY_
and all attending schedules and Formarent corporation identity information; '
8825; Form 851; Form 1096; and other (2) Document code;
business returns, schedules and forms that(3) District office code;
the Internal Revenue Service may issue— (4) Consolidated return and final re
(i) Taxpayer identity information (asturn indicators;

defined in SeCtiQn 6103(b)(6)) inCIUding (5) Principal industrial aCtiVity COde; SUMMARY: This document contains
parent corporation, shareholder, partner, (¢) Partial year indicator; final and temporary regulations relating to
and employer identity information; (7) Annual accounting period; the unified partnership audit procedures

(i) Gross income, profits, or receipts;  (8) Gross receipts less returns and alygged to the Internal Revenue Code by
(iii) Returns and allowances; lowances; and

(iv) Cost of labor, salaries, and wages; (9) Total assets.

Internal Revenue Service,
Treasury.

ACTION: Final and temporary regula-
tions.

the Tax Equity and Fiscal Responsibility
Act of 1982 (TEFRA). The unified part-

(v) Total expenses or deductions; (b)(6)(1)(B) and (i)[Reserved]. For o ohin audit procedures generally pro-
(vi) Total assets; __further guidance, see §301.6103())(1)yige administrative rules for the auditing
(i) Beginning- and end-of-year in- 1 (b)(6)(i)(B) and (). of partnership items at the partnership
ventory, (iii) Information from an employment oo These regulations modify the exist-

(viii) Royalty income; tax return disclosed pursuant t

(i) Interest income, including portfo- 301 6103(j)(1)-1(b))(ii)(A). (B). (D). 9ng unified partnership audit procedures

- . . 0 comply with the Taxpayer Relief Act of

o mtersst, | i includi (1) and (J) may be used by officers an 997 ({)927 Act) and thpe ?/nternal Revenue
(x) Rental income, including grossgmpjoyees of the Bureau of the Cens . .

rents; ervice Restructuring and Reform Act of

for the purpose described in and subject )
the limitations of this paragraph (b)(6). ti)998 (1998 Act), and add new regulations

(xi) Tax-exempt interest income; -9 T .
(xii) Net gain from sales of business (c) and (d) [Reserved]. For furtherguid-to administer the new unified partnership

property; _ ance, see §301.6103()(1)-1(c) and (d). audit provisions added by the 1997 Act.
(xiii) Other income; (e) Effective date. This section is ap- In general, the text of these temporary

(xiv) 'Il;otal mctome; ook . licable to the Bureau of the Census Ohegulatlo;s alslo serves as]: thr? _texthof the
(xv) Percentage of stock owne fanuary 25, 1999, through January oproposed regu ations set forth in the no-

each shareholder; 2002 tice of proposed rulemaking on this sub-
(xvi) Percentage of capital ownership ' ject in REG-106564-98, on page 53.

of each partner; Robert E. Wenzel,
(xvii) End-of-year code; Deputy Commissioner of DATES: Effective Date:These regula-
(xviii) Months actively operated; Internal Revenue. tions are effective January 26, 1999.
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FOR FURTHER INFORMATION CON- be brought by the partner in a refund adion 6229(f)(2). Moreover, the temporary
TACT: Robert G. Honigman, (202) 622-tion subsequent to the partnership levekgulations clarify that the partner re-
3050 (not a toll-free number). determination. In order to minimize themains subject to the unified audit proce-

burden on individual partners to defendlures regarding the nonsettled items.
SUPPLEMENTARY INFORMATION:  themselves by bringing their own refund

suits, the temporary regulations incorpol@X Matters Partner As A Debtor In

rate a large number of defenses at tHR@NKruptcy

This document contains temporarypartnership level. The majority of a part-  gection 6229(b)(1)(B) provides that the
amendments to the Procedure and Admirter's defenses to the imposition of penalay e of limitations under section 6229
istration Regulations (26 CFR Part 301}ieS are not specific to a particular partnefg eytended with respect to all partners in
relating to the unified partnership audibut can be determined by reference to thge hartnership by an agreement entered
procedures found in sections 6221 thl’OUg@\CtiVities of the partnership. The applicafnto between the tax matters partner
6233 of the Internal Revenue Code (Codé)lity of these defenses may be resolved @rppy and the Service. Treas. Reg.
and final regulations pertaining to the apthe partnership level during the parinergsgq 6231 (a)(7)-1(1)(1)(iv) (1996) and
plicable dates of §301.6231(a)(7)-Ship proceeding. In addition, the tempoTemp Treas. Reg. §301.6231(c)-7T(a)
1T(p)(2) and §301.6231(a)(7)-1T(r)(1).rary regulations modify the computationak1987), however, provide that upon the
Sections 1231 through 1243 of the Taxadjustment rules to allow the Service iling of a petition naming a partner as a
payer Relief Act of 1997, Public Law assess penalties under those proceduregygptor in a bankruptcy proceeding, the
105-34, 111 Stat. 788, modified some of_ .. settiements partner/debtor’s partnership items convert
the existing procedures and added certain to nonpartnership items, and if the part-
new rules. Section 3507 of the Internal The period for assessing tax with rener/debtor was the TMP, that status termi-
Revenue Service Restructuring and Repect to partnership items generally is theates. These rules were promulgated to
form Act of 1998, Public Law 105-206,longer of the periods provided by sectiomvoid the complications that the auto-
112 Stat. 685, modified section 62316229 or section 6501. For partnershimatic stay provision contained in 11
This document modifies existing regulaitems that convert to nonpartnership).S.C. 362(a)(8) would have on a unified
tions that, because of the 1997 Act or thigems, section 6229(f) provides that theartnership audit. As a result, if a TMP
1998 Act, no longer reflect current law.  period for assessing tax shall not expirexecuted a consent to extend the statute of
before the date which is one year after th@mitations during a period when the TMP
date that the items became nonpartnershigas a debtor in a bankruptcy proceeding,
Penalties Determined At The Partnershiﬁtems- Section 6231(b)(1)(C) provideghe consent would not be binding on the
Level that the partnership items of a partner foother partners. Under the regulations, the

a partnership taxable year become nomerson signing the agreement was ineligi-

Before the 1997 Act, the Internal Revpartnership items as of the date the paiie to act as the TMP and extend the
enue Service (Service) could impose@er enters into a settlement agreemestatute as to all partners.
penalties on a partner only through the agvith the Service with respect to such To resolve the uncertainty under prior
plication of the deficiency proceduresitems. In some audits, however, the taxaw in the situation where a TMP executes
after the completion of a partnership levgbayer and the Service will enter into a selan agreement extending the statute of lim-
proceeding. Forcing the Service to opetiement agreement regarding some, bitations as to all partners while, unknown
deficiency proceedings against the indinot all, of the taxpayer’s partnershipto the Service, the TMP is a debtor in a
vidual partners was inconsistent with thétems. The 1997 Act added a special ruleankruptcy proceeding, the 1997 Act pro-
efficiency goal of the unified partnershipfor these partial settlement agreements irides that the Service may rely on the ex-
audit rules. The 1997 Act cured this probsection 6229(f)(2), providing that the peecuted statute extension agreement unless
lem by providing that, for partnershipsriod for assessing any tax attributable t@ is notified of the TMP’s bankruptcy
under audit for taxable years ending aftehe settled items is determined as if thproceeding. If the Service is not notified
August 5, 1997, partnership level propartial settlement had not been executedf the TMP’s bankruptcy proceeding,
ceedings include the determination of apFhus, the limitations period applicable tcstatute extensions granted by the TMP are
plicable penalties at the partnership levethe last partnership item to be resolved fdsinding on all partners in the partnership.
Partners now may raise any partner levehe partnership’s taxable year under audit The temporary regulations provide a
defenses to the imposition of penalties controlling with respect to all disputedmechanism for the TMP, or other partners,
only in a subsequent refund action. partnership items (including settled items)o provide notice to the Service that the

Consistent with these statutoryfor such partnership taxable year. TMP is a debtor in a bankruptcy proceed-
changes, the temporary regulations man- The temporary regulations state that thimg and therefore is ineligible to serve as
date that the partnership’s penalty desne year period for assessing partnershiiMP and extend the statute under section
fenses are to be resolved during the paiitems that convert to nonpartnership item§229. This mechanism is derived from
nership proceeding. Nevertheless, angpplicable to settlement agreements undekisting regulations that provide guidance
individual defenses that a partner magection 6231(b)(1)(C) does not apply t@n how to notify the Service of informa-
have to the imposition of a penalty maypartial settlement agreements under setion concerning a partnership’s partners.

Background

Explanation of Provisions
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Small Partnership Exception (Passthroughs & Special Industries), anBartner level defenses are limited to those
William A. Heard, Office of the Assistantthat are personal to the partner or are de-

The 1997 Act amended the small parichief counsel (Field Service). Howeverpendant upon the partner’s separate re-
nership exception to the unified partneryiher personnel from the Service andurn, and cannot be determined at the
ship audit procedures found in Sectiofyeasury Department participated in theipartnership level. Examples of these de-

6231. Formerly, in order to qualify for yeyelopment. terminations are: whether any applicable
the small partnership exception, the part- threshold underpayment of tax has been
nership had to have 10 or fewer partners e met with respect to the partner or whether
at all times during the tax year, each of ) th h h iteria of .
dobtion of Amendments to the e partner has met the criteria of section
whom was a natural person (other tha”ﬁeg&aﬂons 6664(b)(penalties applicable only where
nonresident alien) or an estate, and f return is filed), or section 6664(c)(1)(rea-

which each partner's share of each part- Accordingly, 26 CFR part 301 issonable cause exception) subject to part-
nership item was the same as that pagmended as follows: nership level determinations as to the ap-

ner’s share of every other partnership plicability of section 6664(c)(2).
item. The 1997 Act amended the smafPART 301—PROCEDURE AND

partnership exception by allowing part-ADMINISTRATION

nerships to qualify for the exception even o, o 2o 1. The authority citation for Par. 3. Amend §301.6223(c)-1T by

if they have a C corporation for & partner \“»41 <o ninyes to read in part as fordding a sentence to the end of paragraph
or specially allocate some partnershi (c) to read as follows:

items. The temporary regulations modify
the existing regulations interpreting the
small partnership exception to take ac-
count of this change in the law.

* Kk * *x %

Authority: 26 U.S.C. 7805 * * *
Par. 2. Amend 8301.6221-1T by:
1. Redesignating paragraph (c) as par

§301.6223(c)-1T Additional information
egarding partners furnished to the
ervice (temporary).

graph (e).
Effective Date 2. Adding new paragraphs (c) and (d). * ok x x
The additions read as follows:

These final and temporary regulations (c) * * * Furthermore, reference to a
are applicable January 26, 1999. In a@301.6221-1T Tax treatment determinedprior general notification to the Service
cordance with section 7805(e)(2), thé@t partnership level (temporary). that a partner who would otherwise be the
temporary regulations contained herein r % o % % tax matters partner is a debtor in a bank-
shall expire January 25, 2002. ruptcy proceeding or has had a receiver

(c) Penalties determined at partner-appointed for him in a receivership pro-
Special Analyses ship level (partnership taxable years endeeeding is not sufficient unless a copy of

It has been determined that this Treand after August 5, 1997)Any penalty, thehncgificart]ion document referred to is at-
L S addition to tax, or additional amount thatached to the statement.

sury dec_|5|on IS not.a sgmﬂcant regu'a_relates to an adjustment to a partnership

o e ssscoaman o . shll be etermined  the partnr

required ,It alsg has b)e/:en determined th%wp level. Partner level defenses to such Par. 4. Amend §301.6224(c)-3T by:

section 533(b) of the Administrative Pro-I ems can only be asserted through refund 1. Revising the section heading.

cedures Act (5 U.S.C. chapter 5) does ngctions following assessment and pay- 2. Revising paragraphs (b), (c)(3)(ii).
ment. Assessment of any penalty, addand (d),Example (1).

apply to these regulations. For the appliﬁf o <
o . ion to tax, or additional amount that re- The revisions read as follows:
ability of the Regulatory Flexibility Act (5 If\tes to an adjustment to a partnership

U.S.C. chapter 6) refer to the Specigi,\ s he made based on partnersh01.6224(c)-3T Consistent settlement

. [
Analyses section of the preamble to thfaevel determinations. Partnership levelerms (temporary).

Cross refere_nce nqtlce of proposed rlJIed’eterminations include all the legal and r o+ x % %
mak_mg .publ_lshed in the Proposed Rme?actual determinations that underlie the
section in this issue (.)f thieederal Regis- determination of any penalty, addition to (b) Requirements for consistent settle-
ter. Pursuant to section 7805_(f) of the In'tax, or additional amount, other than partment terms-(1) In general. Consistent
ternal Revenue, Code,_ these final _and Mer level defenses specified in paragrapbettiement terms are those based on the
porary _regulatlons will be submitted to(d) of this section. same determinations with respect to part-
the Chief pounsel f9f,AdV9caCy of the (d) Partner level defensesPartner nership items. However, consistent set-
Small Business Administration for COM-joy o[ gefenses to any penalty, addition tdement terms also may include partner-
ment on their impact on small business. 5, o aqditional amount that relates to aship level determinations of any penalty,
adjustment to a partnership item, may natddition to tax, or additional amount that
be asserted in the partnership level praelates to partnership items. Settlements
The principal authors of these tempoeeeding, but may be asserted through sepith respect to partnership items shall be
rary regulations are Robert G. Honigmararate refund actions following assessmeiself-contained; thus, a concession by one
Office of the Assistant Chief Counseland payment. See section 6230(c)(4party with respect to a partnership item

* * *x * *

Drafting Information
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may not be based upon a concession byExample (1). The Service seeks to disallow a§301.6229(f)-1T Special rule for partial
another party with respect to any item that:00.000 loss reported by Partnership P.  The Segpttlement agreements (temporary).
ce agrees to a settlement with X, a partner in P, in

is not a partnership item other than anyhich the Service allows 60 percent of the loss, ac @l lIf t t int
L i » 9+ (@) In general.l a partner enters Into a
penalty, addition to tax, or additionalgeps the treatment of all other partnership items o g P

amount that relates to an adjustment totRe partnership return, and imposes a penalty foé:?ttlement agreement with the Service
partnership item. Consistent agreementsggligence related to the loss disallowance. Partné¥ith réspect to the treatment of some of
whether comprehensive or partial, musf. which owns a 10 percent interest in the partnethe pa}rtnerShlp items in dispute for a par;-
be identical to the original settlement (thafhip' requests settlement terms which are consistemership taxable year, but other partnership
is. the settlement upon which the Oﬁere&nh the settlement made between X and the Seftems for such year remain in d|spute, the

ce. The items are partnership items (and a relat ; oo ;
; P;S’erlod of limitations for assessing any tax
settlement terms are based). A consistepdnaity) for X immediately before X enters into the gributable to the settled itemsgshayql be

agreement must mirror the original settlesettiement agreement and are partnership items (aff ¢ X
ment and may not be limited to selected related penalty) for Y at the time of the requesgletermined as if such agreement had not
items from the original settlement Oncdhe Service must offer Y settlement terms allowindoeen entered into.

a partner has settled a partnership item, §ir$6‘000 loss, a negligence penalty on the $4,000 (b) Other items remaining in dispute.

sallowance, and otherwise reflecting the treatmergs ; ;
it it ursuant to section 6226(c), a partner is a
penalty, addition to tax, or additionalyt partnership items on the partnership return. (©). ap

amount that relates to an adjustment to a party to a partnership level judicial pro-
partnership item, that partner may not ok ok ok k ceeding with respect to partnership items.

subsequently request settlement terms Par. 5. Add §301.6229(b)_2T to rea When a partner settle_s partnership items,
consistent with a settlement that containg foijows: ' () Ghe settled partnership items convert to

the previously settled item. The require- nonpartnership items under section
ment for consistent settlement terms ag§301.6229(b)-2T Special rule with 6231(b)(1)(C) and will not be subject to
plies only if— respect to debtors in Title 11 cases any future or pending partnership level

(i) The items were partnership itemgtemporary). proceeding pursuant to section 6226(d)-
(and any related penalty, addition to tax, (1). The remaining unsettled partnership

or additional amount) for the partner en- (&) In general. Notwithstanding any items, however, will remain subject to de-

tering into the original settlement imme-Other law or rule of law, if an agreement i¢ermination under partnership level ad-

diately before the original settlement; ancntered into under section 6229(b)(1)(B)ninistrative and judicial procedures.
(i) The items are partnership itemg2nd the agreement is signed by a persépnsequently, any remaining unsettled

(and any related penalty, addition to taxVho would be the tax matters partner butems will be deemed to remain in dis-

or additiona| amount) for the partner re.for the faCt that, at the t|me that the agreé)‘Ute: ThUS,. the peHOd for aSSGSSInglset-

questing the consistent settlement at tH8eNt is executed, the person is a debtor fled items will be governed by the period

time the partner files the request. a bankruptcy proceeding under Title 11 ofor assessing the remaining unsettled
(2) Effect of consistent agreementthe United States COde, such agreemeiﬁ@ms-

Consistent settlement terms are reflecteghall be binding on all partners in the Par. 7. Amend §301.6231(a)(1)-1T by:

in a consistent agreement. A Consistemal'tnerShip unless the Service has beenl. Revising the first two sentences of

agreement is not a settlement agreemelﬂ@tiﬁed of the bankruptcy proceeding inparagraph (a)(l)

which gives rise to further consistent setaccordance with paragraph (b) of this 2. Removing paragraph (a)(3).

tlement rights because it is required to bgection. 3. Redesignating paragraph (a)(4) as

given without volitional agreement of the (D) Procedures for notifying the Ser-paragraph (a)(3).

Secretary. Therefore, a consistent agre¥ice of a partner’s bankruptcy proceed- The revision reads as follows:

ment required to be offered to a requesing. (1) The Service shall be notified 0f§301.6231(a)(1)—1T Exception for small

ing taxpayer is not a settlement agreemetie bankruptcy proceeding of the tax mat: artnerships (temporary)

under section 6224(c)(2) of the Internaters partner in accordance with the procé)- '

Revenue Code, or paragraph (c)(3) of thidures set forth in §301.6223(c)-1T. (@) ***

section which starts a new period for re- (2) In addition to the information spec- (1) “10 or fewet. The “10 or fewer”

questing consistent settlement terms. Fdfed in §301.6223(c)-1T, notification thatlimitation described in section 6231(a)-

all other purposes of the Internal Revenua person is (or was) a debtor in a bank4)(B)(i) is applied to the number of nat-

Code, however, (e.g., binding effect undetuptcy proceeding shall include the dateral persons (other than nonresident

section 6224(c)(1), and conversion téhe bankruptcy proceeding was filed, thaliens), C corporations, and estates of de-

nonpartnership items under sectiomame and address of the court in whicbeased partners that were partners at any

6231(b)(1)(C)) a consistent agreement ithe bankruptcy proceeding exists (or tookne time during the partnership taxable

treated as a settlement agreement. place), the caption of the bankruptcy proyear. Thus, for example, a partnership
(C) *** ceeding (including the docket number othat at no time during the taxable year had
(3) *** other identification number used by themore than 10 partners may be treated as a
(i) The 60th day after the day oncourt), and the status of the proceeding asnall partnership even if, because of

which the settlement agreement was emf the date of notification. transfers of interests in the partnership, 11

tered into. Par. 6. Add §301.6229(f)-1T to read asr more natural persons, C corporations,
(d) *=** follows: or estates of deceased partners owned in-
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terests in the partnership for some portiowhere the Service otherwise accepts adlrgest-profits-interest rule of §301.6231(a)-

of the taxable year. * * * nonpartnership items (including, for ex{7)-1m)(2), the Commissioner will se-
f x e ox ample, nonpartnership item componentiect a partner (including a general or lim-
of carryover amounts) as reported. ited partner) as the tax matters partner in
Par. 8. Amend §301.6231(a)(6)—1T by: (2) Changes in a partner’s tax liabilityaccordance with the criteria set forth in
1. Revising paragraph (a). with respect to affected items that requir€301.6231(a)(7)-1(q). The Commis-
2. Removing paragraph (c). partner level determinations (such as sioner will notify, within 30 days of the
The revision reads as follows: partner’s at-risk amount to the extent iselection, the partner selected, the part-
depends upon the source from which thgership, and all partners required to re-
8301.6231(a)(6)-1T Computational partner obtained the funds that the partneeive notice under section 6223(a), effec-
adjustments (temporary). contributed to the partnership) are compuive as of the date specified in the notice.

. . tational adjustments subject to deficiencyor regulations applicable before July 22,
(@) In general.Achange in the tax lia- o equres. Nevertheless, any penalty99s, see §301.6231(a)(7)-1(p)(2).

bility of a partner to properly reflect the 5 yition to tax, or additional amount that (p)(3) through (q) [Reserved]. For fur-

treatment of a partnership item under sulgates to an adjustment to a partnershiper guidance, see §301.6231(a)(7)—

chapter C of chapter 63 of the Intemajey may pe directly assessed following a(p)(3) through (q).

Revenue Code is made through a compyYa inership proceeding, based on determi- (r) Notification of partnershig-(1) In

tational adjustment. A computational ad-, ., : : .
) P nations in that proceeding, regardless Qfeneral. If the Commissioner selects a

jUStment includes a Cha.'nge in tax IIabIIItXNhether partner level determinations ar%X matters partner under the provisions
that reflects a change in an affected 'te%quired. of §301.6231(a)(7)-1(p)(1) or (3)(i), the

where that change is necessary to prop- o \ ) -
erly reflect the treatment of a partnership ok ok ok Commissioner will notify, within 30 days
of the selection, the partner selected, the

item, or any penalty, addition to tax, or ) )
additional amount that relates to an ad- Par. 9. Amend §301.6231(2)(7)-1 byartnership, and all partners required to

justment to a partnership item. Howeve2dding a sentence at the end of paragrapfgeive notice under section 6223(a), ef-

if a change in a partner’s tax liability caniP)(2) and (r)(1) to read as follows: fective as of the date specified in the no-
tice. For regulations applicable before

not be made without making one or mor _ i i
g ©§301.6231(a)(7)-1 Designation or July 22, 1998, see §301.6231(a)(7)—

partner level determinations, that portioelection of tax matters partner.
of the change in tax liability attributable 1(n)(1). _
to the partner level determinations shall ok ox ok (N(2) [Reserved]. For further guid-

be made under the provisions of subchap- ) « « « ance, see §301.6231(a)(7)-1()(2).
ter B of chapter 63 of the Internal Rev-

) o (2) * * * For regulations applicable on Robert E. Wenzel,
enue Code (relating to deficiency proceq; after january 26, 1999 (reflecting statu- Deputy Commissioner of
dures), except for any penalty, addition 1@,y changes made effective July 22, Internal Revenue Service.
tax, or additional amount which relates tc1998) and before January 25, 2002, see
an adjustment to a partnership item.  g301 231 (a)(7)-1T(p)(2). Approved December 30, 1998,

(1) Changes in a partner’s tax liability
with respect to affected items that do not FoE ok kX Donald C. Lubick,

require partner level determinations (such
as the threshold amount of medical de-
ductions under section 213 that chang
as the result of determinations made at t
partnership level) are computational a
justments that are directly assesse
When making computational adjust- * ok k% K
ments, the Service may assume that Par. 10. Add §301.6231(a)(7)-1T to
e ot ge i ead s folons: Section 7520 —Valuation Tabls
amounts reported to the partner by th§301.6231(a)(7)—1T Designation or The adjusted applicable federal short-term, mid-
partnership, absent contrary notice to thgelection of tax matters partner term, ar;‘d long-term rates anle set forth for the month
Service (for example, a *Notice of INcON-temnorary). of March 1999. See Rev. Rul. 99-11, page 18.
sistent Treatment”). Such an assumption

by the Service does not constitute a part- (a) through (p)(1) [Reserved]. For fur- .
ner level determination. Moreover, subther guidance, see §301.6231(a)(7)-1(®€ction 7872.—Treatment of
stituting redetermined partnership itemshrough (p)(1). Loans With Below-Market

for the partner’s previously reported part- (p)(2) When each general partner isinterest Rates

_nership it_ems (including partnership itemsleemed to hav_e_nq profits_ interest in the 4. atfjusted applicable federal short-term, mid-
included in carryover amounts) does ngpartnership. If it is impracticable under term, and long-term rates are set forth for the month
constitute a partner level determinatior8301.6231(a)(7)—1(0)(2) to apply theof March 1999. See Rev. Rul. 99-11, page 18.

Assistant Secretary of

(r) *** (1) * * * For regulations ap-
the Treasury.

F!icable on or after January 26, 1999 (re-
ecting statutory Changes made effectiv iled by the Office of the Federal Register on Janu-
U|y 22, 1998) and before January 2 ry 25, 1999, 8:45 a.m., and published in the issue of

3002, see §8301.6231(a)(7)-1T(r)(1). the Federal Register for January 26, 1999, 64 F.R.
: 3837)
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Part lll. Administrative, Procedural, and Miscellaneous

Differential Earnings Rate for surance gross income for the succeedirife insurance company for which the de-
Mutual Life Insurance taxable year. If the differential earningguction for policyholder dividends is re-
Companies amount for any taxable year exceeds thduced pursuant to 88 808(c)(2) and 809.
recomputed differential earnings amount As described above, the differential
Notice 99-13 for that taxable year, the excess is alloweearnings rate for 1998 and the recomputed

i ) . ) as a life insurance deduction for the sudifferential earnings rate for 1997 affect
This notice publishes a tentative detefzgeding taxable year. The “recomputethe income and deductions reported by
mination under § 809 of the Internal Revyjitrerential earnings amount” for any tax-mutual life insurance companies on their
enue Code of the “differential earning$ypie year is an amount calculated in thtederal income tax returns for the 1998
rate” for 1998 and the rate that is used @3me manner as the differential earningaxable year.
calculate the “recomputed differentialymaynt for that taxable year, except that Data necessary to determine the tenta-
earnings amount” for 1997. (The latteihe ayerage mutual earnings rate for thive differential earnings rate for 1998 and
rate is referred to in this notice as the "réggjendar year in which the taxable yeathe tentative recomputed differential earn-
computed differential earnings rate” fotyegins is substituted for the average mings rate for 1997 have been compiled
1997.) These rates are used by mutugly| earnings rate for the second calendérom returns filed by mutual life insurance
life insurance companies to calculate thelfear preceding the calendar year in whichompanies and certain stock life insurance

federal income tax liability for taxable the taxaple year begins. companies. The Internal Revenue Service
years beginning in 1998. The stock earnings rates and mutua$ currently examining these returns. This
BACKGROUND earnings rates taken into account undexamination will not be completed before

§ 809 generally are determined by dividthe March 15, 1999, due date for filing
Section 809(a) provides that, in théng statement gain from operations by th&998 calendar year returns.
case of any mutual life insurance comaverage equity base. For this purpose, th
pany, the amount of the deduction allowterm “statement gain from operations’ OTICE OF TENTATIVE RATES
able under § 808 for policyholder divi-means “the net gain or loss from opera- Thjs notice publishes a tentative deter-
dends is reduced (but not below zero) bijons required to be set forth in the annughination of the differential earnings rate
the “differential earnings amount.” Anystatement, determined without regard tgyr 1998 and of the recomputed differen-

excess of the differential earnings amourtederal income taxes, and . . . properlja| earnings rate for 1997. This notice
over the amount of the deduction allowadjusted for realized capital gains angd|so publishes a tentative determination of
able under § 808 is taken into account aslasses. . . .” See § 809(g)(1). The terfhe rates on which the calculation of the

reduction in the closing balance of re“equity base” is defined as an amount degifferential earnings rate for 1998 and the
serves under subsections (a) and (b) ¢términed in the manner prescribed by redecomputed differential earnings rate for
§ 807. The “differential earningsulations equal to surplus and capital in1997 are based. The final determination
amount” for any taxable year is thecreased by the amount of nonadmittedf these rates is expected to be published
amount equal to the product of (a) the liféinancial assets, the excess of statutory rgefore September 1, 1999.
insurance company’s average equity baserves over the amount of tax reserves, The tentative determination of the dif-
for the taxable year multiplied by (b) thethe sum of certain other reserves, and S@rential earnings rate for 1998 and the
“differential earnings rate” for that tax- percent of any policyholder dividends (otentative determination of the recomputed
able year. The “differential earnings rate’dther similar liability) payable in the fol- differential earnings rate for 1997 that are
for the taxable year is the excess of (a) tHewing taxable yearSee§ 809(b)(2), (3), published in this notice should be used by
“‘imputed earnings rate” for the taxable(4), (5) and (6). Section 1.809-10 of thenutual life insurance companies to calcu-
year over (b) the “average mutual earnincome Tax Regulations provides that thgate the amount of tax liability for taxable
ings rate” for the second calendar yeagquity base includes both the asset valugears beginning in 1998 (in the case of
preceding the calendar year in which th&on reserve and the interest maintenanegmpanies that file returns before publi-
taxable year begins. The “imputed earrreserve for taxable years ending after Deation of the final determination of these
ings rate” for any taxable year is thecember 31, 1991. rates) or to calculate the amount of esti-
amount that bears the same ratio to 16.5 Section 1.809-9(a) of the regulationsnated unpaid tax liability for taxable
percent as the “current stock earningprovides that neither the differential earnyears beginning in 1998 (in the case of
rate” for the taxable year bears to théngs rate under § 809(c) nor the recomeompanies that are allowed an extension
“base period stock earnings rate.” puted differential earnings rate that iof time to file returns). Companies that
Section 809(f) provides that, in the casased in computing the recomputed differfile returns before publication of the final
of any mutual life insurance company, ifential earnings amount under 8 809(f)(3)etermination of these rates should file
the “recomputed differential earningsmay be less than zero. amended returns after the final determina-
amount” for any taxable year exceeds the Rev. Rul. 99-3, 1999-3 I.R.B. 4, proion of these rates is published. If there is
differential earnings amount for that taxvides that a life insurance subsidiary of a failure to pay tax for a taxable year be-
able year, the excess is included in life inmutual holding company is not a mutuaginning in 1998 and the failure is attribut-
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able to a difference between (a) the tenta- The tentative determination of the rateformation regarding this notice, contact
tive determination of the differential earn-is set forth in Table 1. Ms. Hossofsky on (202) 622-3477 (not a
ings rate for 1998 and recomputed differ- toll-free call).

ential earnings rate for 1997 and (b) th®RAFTING INFORMATION

final determination of these rates, then

any such failure through September 15, The principal author of this notice is

1999, will be treated as due to reasonablgatherine A. Hossofsky of the Office of
cause and will not give rise to any addithe Assistant Chief Counsel (Financial In-

tion to tax under § 6651. stitutions and Products). For further in-
Notice 99-13 Table 1
Tentative Determination of Rates To Be Used
For Taxable Years Beginning in 1998
Differential earnings rate for 1998 . . . . ... .. .. e 0.081
Recomputed differential earnings rate for 1997 .................... 0
Imputed earnings rate for 1997 .......... .. ... . 13/813
Imputed earnings rate for 1998 .. ... ... .. 16/193
Base period stock earningsrate .......... ... . L 18.221
Current stock earningsratefor1998 ... ............. ... .. .. . ... 17,882
Stock earnings rate for 1995 .. ... ... 17)087
Stock earningsrate for 1996 . ... ... .. 17238
Stock earningsrate for 1997 .. ... ... .. 19321
Average mutual earningsrate for 1996 .. ............. ... ... ..... 16/112
Average mutual earnings rate for 1997 . ... ... ... L. 15,566
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Part IV. Items of General Interest

Notice of Proposed Rulemaking 2615, Internal Revenue Building, 1111 The collections of information in this

and Notice of Public Hearing Constitution Avenue, Washington, DC. proposed regulation are in §81.468B—
1(k)(2), 1.468B-1(k)(3)(iv), 1.468B-

Escrow Funds and Other Similar FOR FURTHER INFORMATION CON- g(e)(1), 1.468B-6(f), 1.468B—7(d),

Funds TACT: Concerning the regulations,1 468B-8(f), 1.468B-8(g)(1), 1.468B—
Michael L. Gompertz of the Office of As- 9(c)(1), and 1.468B-9(f)(3).
REG-209619-93 sistant Chief Counsel (Income Tax & Ac- The collections of information in
AGENCY: Internal Revenue Service0UtNg), (202) 622-4910; concerningsg1.468B-1(k)(3)(iv), 1.468B-6(e)(1),
(IRS), Treasury. submissions of comments, t_he_: hearing,.468B-7(d), 1.468B—8(g)(1), and
' and/or to be placed on the building access468B-9(c)(1) are satisfied by including
ACTION: Notice of proposed rulemak- it o attend the hearing, Michael Slaughthe required information on Forms 1099,
ing and notice of pub|ic hearing_ ter, (202) 622-7190 (nOt toll-free num-1041, 1120, or 1120-SF. The burden for
bers). these requirements is reflected in the bur-
SUMMARY: This document contains den estimates for these forms.
proposed regulations relating to the desigSUPP'-E'V“E'\'TARY INFORMATION: The other collections of information in
nation of the person required to report thﬁaperwork Reduction Act this proposed regulation (in 881.468B—
income earned on qualified settlement 1(k)(2), 1.468B-6(f), 1.468B-8(f), and

funds and certain other funds, trusts, and The collections of information con- 1.468B—9(f)(3)) are discussed below.
escrow accounts, and other related rulegined in this notice of proposed rulemak- The collection of information in
The proposed regulations would affecing have been submitted to the Office 0§1.468B—1(k)(2) is an election statement
qualified settlement funds, qualifiedManagement and Budget for review in acattached to a tax return filed for a quali-
escrow accounts and qualified trusts egordance with the Paperwork Reductiofied settlement fund (QSF). The state-
tablished in connection with deferredact of 1995 (44 U.S.C. 3507(d)). Com-ment notifies the IRS that the transferor to
like-kind exchanges, escrow accounts egnents on the collections of informationthe QSF has elected grantor trust treat-
tablished in connection with sales okhould be sent to th®ffice of Manage- ment for the QSF. This collection is re-
property, disputed ownership funds, anghent and BudgetAttn: Desk Officer for quired to obtain a benefit.
parties to these escrow accounts, trustghe Department of the Treasury, Office of The collections of information in
and funds. This document also providegformation and Regulatory Affairs, §§1.468B—6(f) and 1.468B—8(f) are state-
notice of a public hearing on these proyashington, DC 20503, with copies toments that third parties must provide to an
posed regulations. the Internal Revenue ServiceAttn: IRS  escrow holder, trustee, or administrator to
] : Reports Clearance Officer, OP:FS:FRenable the escrow holder, trustee, or ad-
DATES' Written comments must be re'Washington, DC 20224. Comments oministrator to properly report the income
ceived by May 3, 1999. Requests t?he collections of information should beof an escrow account or trust on Form
speak and outlines of topics to be dis- ~ - . :
cussed at the public hearing scheduled fé?cel_v_ed by April 1, 1999. Comm?nts ard099. These cqllecﬂon; are man_dato_ry.
May 12, 1999, at 10 a.m., must be re:§peC|f|caIIy requested concerning: . The coIIectloq of information in
ceived by April 21, 1999, Whther the proposed collections of in§1.468B-9(f)(3) is a statgment that a
formation are necessary for the propetransferor must provide with respect to
ADDRESSES: Send submissions toP€rformance of the functions of the Interthe transfer of cash or property to a dis-
CC:DOM:CORP:R (REG-209619-93),nal Revenue Service, including whetheputed ownership fund. This collection is
room 5226, Internal Revenue Servicethe information will have practical utility; mandatory.
POB 7604, Ben Franklin Station, Wash- 1he accuracy of the estimated burden The likely respondents are individuals,
ington, DC 20044. Submissions may bassociated with the proposed collectionisusiness or other for-profit institutions,
hand delivered Monday through Fridayef information (see below); small businesses or organizations, non-
between the hours of 8 a.m. and 5 p.m. to: How the quality, utility, and clarity of profit institutions, and government entities.
CC:DOM:CORP:R (REG-209619-93),the information to be collected may be en- Estimated total annual reporting bur-
Courier’s Desk, Internal Revenue Serhanced; den: 4,650 hours.
vice, 1111 Constitution Avenue, NW, How the burden of complying with the Estimated average annual burden per
Washington, DC. Alternatively, taxpayergproposed collections of information mayrespondent: .5 hours.
may submit comments electronically vidoe minimized, including through the ap- Estimated number of respondents:
the INTERNET by selecting the “Tax plication of automated collection tech-9,300.
Regs” option on the IRS Home Page, aniques or other forms of information tech- Estimated annual frequency of re-
by submitting comments directly to thenology; and sponses: on occasion.
IRS INTERNET site at http://www.irs.us- Estimates of capital or start-up costs and An agency may not conduct or sponsor,
treas.gov/prod/tax_regs/comments.html. costs of operation, maintenance, and puand a person is not required to respond to,
The public hearing will be held in Roomchase of service to provide information. a collection of information unless the col-
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lection of information displays a valid ment of funds, accounts, or trusts otheposed regulations provide a narrow ex-
control number assigned by the Office othan QSFs, specifically, escrow accountseption applicable to any QSF established
Management and Budget. used in the sale of property and sectioby the U.S. government on or before the
Books and records relating to a collec1031 qualified escrow accounts. date final regulations are published if the
tion of information must be retained as Section 1031(a)(3) was added to the I@SF would otherwise have been classi-
long as their contents may become mateternal Revenue Code by section 77 of thigeed as a grantor trust in the absence of the
ial in the administration of any internalTax Reform Act of 1984 (Public Law 98-QSF regulations (see Rev. Rul. 77-230
revenue law. Generally, tax returns and69, 98 Stat. 595). On May 1, 1991, fina{1977-2 C.B. 214)). Under the exception,
tax return information are confidential, agegulations (TD 8346, 1991-1 C.B. 150kuch a QSF will be automatically treated

required by 26 U.S.C. 6103. under section 1031(a)(3) were publishegs a grantor trust for all taxable years and
in the Federal Register(56 F.R. 19933). a grantor trust election is thus unneces-
Background These regulations were amended by fingary. If a QSF is established after the date

This notice contains proposed amend@gulations (TD 8535, 1994-1 C.B. 202final regulations are published, a grantor
ments to the Income Tax Regulations (2 ublished in the=ederal Registerfor trust election will be required in order for
CFR Part 1) under section 4688 of the I’ pril 20, 1994 (59 F.R. 18747). The regthe QSF to be treated as a grantor trust.
ternal Revenue Code. Section 468B waaalons provide four safe harbors, the usehis rule applies whether or not the U.S.
added to the Code by section 1807(aqcigoany of which will result in a determina-government is the grantor.

n that the taxpayer (i.e., the party trans-
(7)(A) of the Tax Reform Act of 1986 ferring the property in the exchange) i€. Section 1031 Qualified Escrow
(Public Law 99-514, 100 Stat. 2814) ang, . 4." - a1 or constructive receipt of Accounts and Qualified Trusts Under
was amended by section 1018(f) of th‘l’a’noney or other property for purposes of 81.468B-6 of the Proposed

Techr;ical and M:_scellaneous Revenuge ttion 1031. In particular, the regula- Regulations.
Act of 1988 (Public Law 100-647, 102tions provide that the taxpayer is not in

Stat. 3582). Section 468B(Q) prowde%ctual or constructive receipt of money of In general, the proposed regulations
that nothing in any provision of law shaIIOther property held in a qualified escroweat the assets of a qualified escrow ac-
be construed as providing that an escro ccount or qualified trust. Sectiontount or qualified trust established in con-
account, settlement fund, or similar fun 11031(k)-1(g)(3) definegualified es- nection with a deferred exchange under
is not subject to current income tax. Se Srow accounendqualified trust. section 1031(a)(3) as owned by the tax-
tion 468B(g) further provides that the The regulations under section 1031(a)t_)ayer, i.e., the party that transfers the re-
Secretary shall prescribe regulations Pr93) do not address the taxation of incominquished property. Thus, the taxpayer is
viding for the taxation of any such ac-ogmed on a qualified escrow or qua"ﬁeé]axable on the income earned on these as-
count or fund whether as a grantor trust Qf st The preamble to these regulatior%ets' However, if the transferee or the

otherwise. (see 1991-1 C.B. 154) states that this isstggalified intermediary has all the benefi-
On December 23, 1992, final regulay pe addressed in future regulations. cial use and enjoyment of the assets of a
tions (TD 8459, 1993—-1 C.B. 68) under gualified escrow account or qualified
section 468B(g) were published in thé=xplanation of Provisions trust, then the assets of the escrow ac-
Federal Register(57 F.R. 60983). The count or trust are treated as owned by the

Election to Treat a QSF as a Grantor
Trust Under §1.468B-1(k) of the
Proposed Regulations.

regulations provide guidance concernin&'
qualified settlement funds, but do not ad- the income earned on the assets is taxable
dress other types of funds, escrow ac- to the transferee or qualified intermediary.
counts, or trusts subject to current taxa- The proposed regulations provide that Further, the proposed regulations re-
tion under section 468B(Q). if there is only one transferor to a QSFIuire the escrow holder of a qualified es-
Section 1.468B-1(c) defines a qualithe transferor is allowed to make an eleccrow account or trustee of a qualified trust
fied settlement fund (QSF) as a fund, agion that results in the QSF being treatetp report the income of the escrow ac-
count, or trust meeting three requireas a grantor trust all of which is treated agount or trust on Forms 1099 to the extent
ments. A QSF is a separate taxpay&jwned by the transferor. In general, théhe information reporting provisions of
subject to tax on its modified gross inelection is made on a statement attachéde Code otherwise require the filing of
come. QSF classification is not electiveto the first Form 1041 filed on behalf ofForms 1099. In general, the taxpayer is
The preamble to the QSF regulations (sae QSF. The transferor may make #eated as the payee of the income of the
1993-1 C.B. 69) states that the IRS angrantor trust election whether or not th&@scrow account or trust unless the parties
the Treasury Department rejected an elegequirements are otherwise satisfied folo the transaction provide a statement to
tive approach because it would result iglassification of the QSF as a grantothe escrow holder or trustee indicating

transferee or qualified intermediary, and

inconsistent tax treatment for similarrust. that the transferee or qualified intermedi-
funds, claimants, or transferors, and ac- In general, grantor trust treatment for ary is the payee. Such a statement must
companying complexity. QSF is available under the proposed regie provided if the transferee or qualified

The preamble to the QSF regulationsations only if the QSF is established afteintermediary has all the beneficial use and
also states (see 1993-1 C.B. 73) that ftike date final regulations are published ienjoyment of the assets of the escrow ac-
ture regulations will address the tax treathe Federal Register. However, the pro- count or trust.
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The proposed regulations provide thad. Contingent At-closing Escrows Under trator is required to prepare Forms 1099

the escrow holder or trustee is not liable 81.468B-8 of the Proposed to report the income of a contingent at-
for penalties under sections 6721 and Regulations. closing escrow to the extent the informa-
6722 if the escrow holder or trustee relies tion reporting provisions of the Code oth-

on an incorrect statement provided to the 1h€ Proposed regulations provide ruleg ise require the filing of Forms 1099.

escrow holder or trustee (see above) or rf2r taxing the income of a contingent at- |, hrenaring the Forms 1099, the es-
lies on the parties’ failure to provide suctf!0Sing escrow, which is an escrow acg, holder, trustee, or other administra-
a statement. count, trust, or fund satisfying three reg, oy vely on the statement (discussed

quirements. First, a contingent at-closin%bove) provided to the administrator
The proposed regulations also provide escrow must be established in ConneCtiCWithin 30 days of the determination date

that if the transferee or the qualified with the sale or exchange of real or pery <, it the statement is not provided, the
intermediary has all the beneficial use  sonal property used in a trade or busine%,gcré)w holder. trustee. or other adrr;inis-
and enjoyment of the assets of a qualifiedr held for investment (other than an ex: ’ '
escrow account or trust, the deferred  change to which section 354, 355, or 35 rovide a statement and continue to treat
exchange may involve a below-market applies). Second, the assets of the escr A purchaser as the owner. The adminis-
loan of these assets from the taxpayer tomust be distributable to the purchaser Fator's ability to rely on a statement, or

the transferee or qualified intermediary seller based on bona fide contingencie|§S absence, protects the administr’ator
subject to the provisions of section 7872.that will be resolved after the sale or & om liability 'for penalties under sections

change (as determined for federal incomg721 and 6722

ator may rely on the parties’ failure to

3. Pre-closing Escrows Under tax purposes). (If a contingent at-closing
§1.468B—7 of the Proposed escrow is established in connection withs, Disputed Ownership Funds Under
Regulations. an exchange of property, rather than a §1.468B-9 of the Proposed

sale, the ternpurchaserrefers to the Regulations.

A pre-closing escrow is an escrow actransferee of the property and the term
count, trust, or fund that satisfies five resellerrefers to the transferor of the prop- A disputed ownership fund (DOF) is an
quirements. First, it must be establishedrty.) Thus, for example, the agreemer@SCrow account, trust, or fund other than a
in connection with a sale or exchange dietween the parties may provide that af@SF that satisfies three requirements.
real or personal property. Second, it musir a portion of the assets of the escrow afdrst, a DOF must be established to hold
be funded with a down payment, earnestistributable to the purchaser if specifiednoney or property subject to conflicting
money, or similar payment prior to theliabilities associated with the propertyclaims of ownership. Second, a DOF
sale or exchange of the property (as detearise within a specified period of timemust be subject to the continuing jurisdic-
mined for federal income tax purposes)after closing or if certain earnings target§on of a court of law or equity. Third,
Third, its assets must be used to secusee not met by a specified date. Third, thexoney or property cannot be paid or dis-
the purchaser’s obligation to pay the purescrow must not be a qualified escrow adributed from a DOF to a claimant without
chase price (in the case of an exchange ebunt or qualified trust established in concourt approval. An interpleader fund may
property, the term purchaser means theection with a deferred section 1031 exqualify as a DOF.
transferee of the property and the termmhange. In general, a DOF is taxed under the
purchase price means the required consid- Prior to the date (called the determinaProposed regulations as if it were a quali-
eration for the property). Fourth, its astion date) on which the specified event§ed settlement fund if all the DOF’s as-
sets (including income earned thereomccur or fail to occur, thereby fixing thesets are passive investment assets, for ex-
must be paid to the purchaser or otherwisemounts payable from the escrow to thample, cash or cash equivalents, stock,
used for the purchaser’s benefit, for expurchaser and seller, the proposed reguland debt obligations. However, if the
ample, as a credit against the purchagiens provide that the assets of the escro®OF holds assets other than passive in-
price. Fifth, it must not be a qualified esare treated as owned by the purchaser, avgstment assets (for example, real estate
crow or qualified trust established in conthe income earned on the assets is thog business property the ownership of
nection with a deferred section 1031 extaxable to the purchaser. which is in dispute), the DOF is taxed as
change. Beginning on the determination dateif it were a C corporation. The claimants

The proposed regulations treat the ashe proposed regulations provide that tht® the fund may, however, submit a letter
sets of a pre-closing escrow as owned lyurchaser and the seller are taxable on theling request proposing an alternative
the purchaser for federal income tax puiincome of the escrow corresponding tanethod of taxation if they believe that
poses. Thus, the income earned on the dakeir respective ownership interests ithere is a more appropriate method of tax-
sets is taxable to the purchaser. The esach asset of the escrow. Further, the pratg a DOF than under the rules stated
crow holder, trustee, or other persomosed regulations require the purchasebove.
responsible for administering a pre-closand seller to provide the escrow holder, In addition to providing rules for the
ing escrow must report the income of thé&rustee, or other administrator of the edaxation of the income of a DOF, the pro-
escrow on Forms 1099 to the extent therow with a statement within 30 days ofosed regulations also provide rules con-
information reporting provisions of thethe determination date indicating whaterning the transfer of property to and
Code otherwise require the filing ofthese ownership interests are. Also, thieom a DOF. In particular, a transfer of
Forms 1099. escrow holder, trustee, or other adminigsroperty to a DOF is not a sale or other
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disposition by the transferor under sectiomultiple determination dates. Arguablyposed rulemaking will be submitted to the
1001(a) if the transferor claims ownershijnowever, a more complex approaciChief Counsel for Advocacy of the Small
of the transferred property. Also, a DOFshould be adopted involving a separatBusiness Administration for comment on
is not allowed a deduction for a distribu-determination date for each contingencyts impact on small business. An initial
tion of disputed property to a claimantUnder the more complex approach, asegulatory flexibility analysis has been
and the distribution is not a taxable evergach contingency is resolved, a new derepared for the collections of informa-

to the DOF. termination would be made concerningion contained in this notice of proposed
the taxation of the fund’s income. The inrulemaking under 5 U.S.C. 603. The
6. Request for Comments come earned on the fund’s assets woulghalysis is set forth below.

Comments are requested on the a rB_e taxable to _the pqrchaser a.nd.seller in_ o .
priate tax treatment %f o fund accounpipoti;ccordance with their ownership interesttitial Regulatory Flexibility Act Analysis

trust that meets the requirements for mor&® determined on each determ_lnatlon dateThe objective of the proposed regula-
as each separate contingency is resolveql.O

than one type of entity subject to the pro- i i _
yp y J p Comments are also requested on the rF' ns is to ensure that the income of cer

posed regulations. Comments are also re- ?in escrow accounts, trusts, and funds is

guested on the appropriate tax treatmeFﬂ’“rement that the assets of a contingen

t-closing escrow must be distributable t . :
of a fund, account, or trust that change )
9 the purchaser or seller based on bona fi € proper party or parties subject to tax

over time so that a different portion of the. ~ " . iri i i i
. P ..contingencies that are resolved after th%nd by requiring appropriate information
proposed regulations would apply to it~ =~ exchange. Issues may arise as'@POting for the income of the escrow ac-
For example, an escrow initially ma A ) . i
P Y MaY\ hether a particular contingency is bon§°Unt: trust, or fund. Section 468B(g)

meet the requirements for a contingent a{y provides the legal basis for the require-

closing escrow. but mav subseauently sa ide in at least two ways: whether the out )
g b y q Y Salme is sufficiently in doubt and whethefnents of the proposed regulations. The

Ls;yléhgcge?l.]f'r:rg.intsftefore?e[i?:'r.sgrgzt_he effect of the outcome on the fund i$RS and Treasury Department are not
u uri Ispute w I Significant. A contingency may not bedware of any federal rules that may dupli-

tween the purchaser and the seller COpoL 4o it he parties can reasonably bgate, overlap, or conflict with the pro-

cerning their respective interests in the e%'xpected to know the outcome, e.g., a coRoSed regulations.

crow ?ﬂer the determination date a_nd thﬁngency based on whether, in ten years, An explanation is provided below of

administrator of the DOF files an inter-y, " .o\ mer price index will be at leasthe burdens on small entities resulting
pleader action to resolve the dispute. o o1 45 the consumer price index todaffom the requirements of the proposed
_ Comments are also requested concer™, yyirion  a contingency may not béegulations. Also, a description is pro-
Ing the appropriate tax treatment of a CoMy, - fiye if the effect on the fund is minivided of alternative rules that were con-
tingent-at-closing escrow if multiple con-y ., o though the outcome is uncertaisidered by the IRS and the Treasury De-
tingencies are specified in the agreement ., “comments are requested repartment but rejected as too burdensome.

between the purc_haser anq the seller. T %rding whether there are other types of .
proposed regulations provide that (1) th, ¢ o \which rules under section 46gg!: Grantor Trust Election Under

income of a contingent at-closing escrovy §1.468B-1(Kk).
is taxable entirely to the purchaser prior to
the determination date, and (2) the dete?. Proposed Effective Date. Under §1.468B-1(k), the transferor to a
mination date is the date on which (or by . QSF may elect to have the QSF treated as
which) the last of the contingent events In general, the regulations are proa grantor trust all of which is treated as

has either occurred or failed to occuosed to be applicable for QSFs, qualiewned by the transferor (grantor trust
Therefore, if multiple contingencies ardied escrow accounts and qualified trustsslection). If the transferor makes the
provided for in the agreement between thgre—cIOS|ng escrows, contingent at-closgrantor trust election, the administrator of
parties and some, but not all, of the Coﬁng escroyvs, and DOFS eStab“Shed aft_ehe QSF must file Form 1041 rather than
tingencies have been resolved, the préhe date final regulauons are published ighe QSF income tax return, Form 1120-SF.
posed regulations provide that the incom&'® Federal Register. However, the pro-  Approximately 900 QSF returns are
of the escrow is taxable entirely to thdPosed regulations contain transition rulegiled each year. Only a small number of
purchaser (because the determination daﬁ)ecial Analyses these returns are filed for newly creatgd
has not yet occurred) regardless of the ef- QSFs. Because a grantor trust election
fect of the contingencies that have been It has been determined that this notice'ay be made only for the year in which a
resolved. The purchaser is thus taxed @f proposed rulemaking is not a signifi-QSF is established, and may only be
all the income earned on the escrow everant regulatory action as defined in EQnade for a QSF that has one transferor,
though it may be known (based on th@2866. Therefore, a regulatory asses#ie IRS and Treasury Department believe
resolution of one or more contingenciesinent is not required. It also has been dédat a very small number of grantor trust
that a fixed portion of the escrowed assetermined that section 553(b) of the Ad-€lections will be made each year.

will be distributed to the seller. The pro-ministrative Procedure Act (5 U.S.C. Because of the availability of the
posed rule is simple and easy to adminighapter 5) does not apply to these regulgrantor trust election, the proposed regu-
ter because it treats the escrow in a uniions. Pursuant to section 7805(f) of théations provide a choice of filing Form
tary manner and avoids the need folnternal Revenue Code, this notice of pro1041 or Form 1120-SF in certain situa-
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tions. Small entities may choose the filsmall entities because, unlike Form 1041ations, the IRS and the Treasury Depart-
ing requirement that is less burdensome.Form 1099 is simple, does not require anent considered, but rejected as too bur-
The alternative to the proposed regulasignature, and requires only the reportindensome, a rule that would have required
tions is to retain the current rules formf gross income. all DOFs to file corporate income tax re-
QSFs and not provide qualifying taxpay- Further, the IRS and the Treasury Deturns (Form 1120) regardless of the nature
ers with the opportunity to make a grantopartment considered an alternative rule fasf the assets held by the DOF. This alter-
trust election. contingent at-closing escrows under whichative was rejected because it was con-
the income of the escrow for the period bezluded that a QSF return (Form 1120-SF)
fore the determination date would havés more appropriate than a corporate in-
been taxable to the purchaser or the selleome tax return if all the assets of the
'depending on the required tax treatment HYOF are passive investment assets. The
the purchaser and seller of the principgiroposed regulations thus impose less of
amount deposited into the escrow. This akn administrative burden on small entities
Sections 1.468B—6(e)(1), 1.4685_7(d)ge_rnative rule would not_ have p_ro_vided certha_n would have resulted from the alter-
and 1.468B-8(g)(1) require specified edainty, yvould have required a f:llffl(_:UIt Iegalnanye rule as Form 1120-SF is generally
crow holders, trustees, and administrato@alysis (namely, the determination of theasier to prepare than Form 1120. Only
to file Forms 1099 with the IRS and fur-féduired tax treatment of the principaDOFs that hold assets other than passive
nish payee statements in accordance wig{mount deposite(_zl into the escrow), anohvestment assets will be required to file
the information reporting requirements ofvould have _requwe_d the purchaser anEorm 1120 un_der the proposed regula-
subpart B, Part Ill, subchapter A, chapte?e"er to provide a signed statement to théons. In addition, the proposed regula-
61, Subtitle F of the Internal Revenuédministrator of the escrow identifying thetions provide taxpayers with the addi-
Code. party to whom the administrator should retional flexibility of being able to request
Also, §1.468B—6(f) requires the partie§’°rt the_ income for the period before than alterr_lat|ve method o_f taxation if that
to a qualified escrow account or qua"ﬁedjeterm_lnatlon d_ate. Under the prop_osenhethod is more appropriate than QSF or
trust to provide a statement to the escrotggulations, the income of the escrow is al corporation treatment as provided
holder or trustee if the qualified intermeW&ys taxable to the purchaser for the pemder the general rule.
diary or transferee has all the beneficidiod before the determination date, thereby There are no known alternative rules
use and enjoyment of the assets of the &liminating the need for a signed statemetitat are less burdensome to small entities
crow account or trust. This statement fa0 be provided to the administrator and thbut that accomplish the purpose of the
cilitates the filing of Forms 1099 by theneed to determine the required tax treastatute. The IRS and Treasury Depart-
escrow holder or trustee. ment of the principal amount depositeanent request comments from small enti-
Similarly, §1.468B—8(f) requires theinto the escrow. This rule is simpler tharties concerning possible alternatives to

parties to a contingent at-closing escro€ alternative. these rules.
to provide statements to the escrow holdey pjispyted Ownership Funds (DOFs). Comments and Public Hearing
or other administrator. These statements
facilitate the filing of Forms 1099 by the Section 1.468B-9(c)(1) of the pro- Before these proposed regulations are
escrow holder or other administrator. posed regulations generally provides thatdopted as final regulations, considera-
The IRS and Treasury Department esta DOF is taxable as a QSF if all its assetéon will be given to any written com-
mate that annually there are approxiare passive investment assets or taxableragnts (a signed original and eight (8)
mately 16,000 deferred exchange transaa-C corporation in all other cases. Howeopies) or electronic comments that are
tions involving the creation of a qualifiedever, the regulations also provide that isubmitted timely (in the manner described
escrow account or qualified trust; approxthere is a more appropriate method of taxn the ADDRESSES portion of the pream-
imately 200,000 transactions involvinging a DOF, the claimants to the fund mayple) to the IRS. The IRS and Treasury
the creation of a pre-closing escrow; andcequest a private letter ruling to permit th®epartment request comments on the
approximately 10,000 transactions inuse of that method. clarity of the proposed rules and how they
volving the creation of a contingent at- Section 1.468B—9(f)(3) of the proposectan be made easier to understand. All
closing escrow. regulations requires that a transferor praisomments will be available for public in-
As an alternative to the proposed reguside a statement to the administrator of apection and copying.
lations, the IRS and the Treasury DeparDOF that itemizes the cash or property A public hearing is scheduled for May
ment considered, but rejected as too butransferred to the DOF during the caleni2, 1999, at 10 a.m. in Room 2615, Inter-
densome, a rule that would have requiredar year. The statement must also indiral Revenue Building, 1111 Constitution
the filing of grantor trust returns (Formcate the DOF’s basis and holding periodvenue NW, Washington, DC. Due to
1041) for qualified escrow accounts andh the property. building security procedures, visitors
qualified trusts, pre-closing escrows, and The IRS and the Treasury Departmennust enter at the 10th Street entrance, lo-
contingent at-closing escrows. Instead afstimate that annually there are approxcated between Constitution and Pennsyl-
requiring grantor trust returns, the promately 5,000 transactions involving thevania Avenues, NW. In addition, all visi-
posed regulations require the filing ofcreation of a disputed ownership fund. tors must present photo identification to
Forms 1099. This is less burdensome on As an alternative to the proposed regenter the building. Because of access re-
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strictions, visitors will not be admitted be- 3. A new entry for §1.468B-1, para-(2)
yond the immediate entrance area momgraph (k), is added. 3)
than 15 minutes before the hearing starts. 4. The section heading in the entry for
For information about having your name§1.468B-5 is revised.
placed on the building access listto attend 5.  New entries are added for(f)
the hearing, see the “FOR FURTHER IN£§81.468B-5, paragraph (c), 1.468B—6,
FORMATION CONTACT” section of 1.468B-7, 1.468B—8, and 1.468B-9. (9)
this preamble. 6. The revised and added provision§l)
The rules of 26 CFR 601.601(a)(3)ead as follows: (2)
apply to the hearing. Persons who wish to (h)
present oral comments at the hearing mud

submit written comments by May 3, Tphig section lists the table of contents

1999, and submit an outline of the topicg,, sg1.4688—-1 through 1.468B—9. @)
to be discussed and the time devoted to b

each topic (signed original and eight (881.468B—1 Qualified settlement funds. (c))
copies) by April 21, 1999. (d)
A period of 10 minutes will be allotted
to each person for making comments. (k) Election to treat a qualified settle-(e)
An agenda showing the scheduling ofnent fund as a subpart E trust. 1)
the speakers will be prepared after ther) In general. (2)
deadline for receiving outlines has2) Manner of making grantor trust elec{f)
passed. Copies of the agenda will be tion.
available free of charge at the hearing. (i) In general.

iL.4688—0 Table of contents.

* * *x X% %

Drafting Information

(3) Effect of making the election. (@)
The principal author of these proposed x * o+ % % (b)
regulations is Michael L. Gompertz of the (c)

Office of Assistant Chief Counsel (In-§1.468B-5 Effective dates and transition

come Tax and Accounting). Howeveryules applicable to qualified settlement

other personnel from the IRS and Treafunds. (d)
(e)

sury Department participated in their de-
(c) Grantor trust elections under

velopment.
§1.468B-1(K).
Proposed Amendments to the Regulatiord) In general. ®
(2) Qualified settlement funds estab-
lished by the U.S. government on or
before the date of publication of final(g)
regulations in thé&ederal Register.

* * *x * *

* *x *x *x %

Accordingly, 26 CFR part 1 is pro-
posed to be amended as follows:
PART 1—INCOME TAXES (1)
Paragraph 1. The authority citation 1‘0t§l'd468|?’|._f.6 dQuaIified esacr O\g iccoﬁnts (2)
part 1 is amended by adding entries in ni"d qualified trusts used in deferre 3)
merical order to read as follows: exchanges of like-kind property under

Authority: 26 U.S.C. 7805 * * * section 1031(a)(3)-

Section 1.468B-6 also issued under 2@) Scope. (h)
U.S.C. 468B. (b) Definitions. (1)

Section 1.468B-7 also issued under 2@) Income of qualified escrow accounl(_z)
U.S.C. 468B. or qualified trust. (i)

Section 1.468B—8 also issued under 2@) In general. 0)
U.S.C. 468B. (2)

Section 1.468B-9 also issued under 26
U.S.C. 468B. * * *

has all the beneficial use and enjoy-
ment of assets of a qualified escrowa)

Par. 2. Section 1.468B-0 is amended as account or qualified trust. (b)
follows: (d) Application of section 7872. (©
1. The introductory text is revised.  (e) Reporting obligations of the escrow

2. The entry for 81.468B-1, paragraph  holder or trustee. Q)
(k), is redesignated as paragraph (1). (1) In general. (2)
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Person treated as payee.

Relief from penalties for filing incor-
rect information return or payee
statement.

Statement provided to escrow holder
or trustee.

Effective date.

In general.

Transition rule.

Examples.

81.468B-7 Pre-closing escrows.

Scope.

Definition.

Taxation of pre-closing escrows.
Reporting obligations of the adminis-
trator.

Effective date.

In general.

Transition rule.

Example.

§1.468B-8 Contingent at-closing
(i) Requirements for election statement&SCrOWS.

Scope.

Definitions.

Tax liability of purchaser and seller
for the period prior to the determina-
tion date.

Transfer of interest in the assets of
the escrow on the determination date.
Tax liability of purchaser and seller
for the period beginning on the deter-
mination date.

Statement required to be provided to
administrator within 30 days after the
determination date.

Reporting obligations of the adminis-
trator.

In general.

Person treated as payee.

Relief from penalties for filing incor-
rect information return or payee
statement.

Effective date.

In general.

Transition rule.

[Reserved]

Example.

Transferee or qualified intermediary§1.4685_9 Disputed ownership funds.

In general.

Definitions.

Taxation of a disputed ownership
fund.

In general.

Exception.
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(3) Special rules. requirements of paragraph (k)(2)(ii) of this§1.468B-5 Effective dates and transition
(d) Basis of property held by a disputedgection to a timely filed (including exten-rules applicable to qualified settlement

ownership fund. sions) Form 1041 that the administratofunds.
(e) Request for prompt assessment.  files on behalf of the qualified settlement

(f) Rules applicable to the transferor.  fund for the taxable year in which the e

(1) Transfer of property. qualified settlement fund is established. (c) Grantor trust elections under
(i) Ingeneral. However, if a Form 1041 would not other-§1.468B—1(k}-(1) In general. A trans-

(i) Exceptions. wise be required to be filed (for exampleferor may make a grantor trust election
(2) Economic performance. because the provisions of §1.671-4(b) atgnder §1.468B—1(k) only if the qualified
() Ingeneral. applicable), then the transferor makes settlement fund is established after the
(i) Obligations of the transferor. grantor trust election by attaching an eledate of publication of final regulations in

(3) Statement to the disputed ownershifon statement satisfying the requirementthe Federal Register.
fund and the Internal Revenue Serpf paragraph (k)(2)(ii) of this section to a (2) Qualified settlement funds estab-

_ Vice. timely filed (including extensions) incomelished by the U.S. government on or be-
(i) Ingeneral. _ tax return of the transferor for the taxabldore the date of publication of final regu-
(ii) Information required on statement. year in which the qualified settlementations in theFederal Register. If the
(A) Ingeneral. fund is established. U.S. government, or any agency or instru-
(B) Combined statements. (i) Requirements for election statementality thereof, establishes a qualified
(4) Distributions to transferors. ment. The election statement must in-settlement fund on or before the date of
(l) In gene.ral' clude a statement by the transferor thgaublication of final regulations in the
g::l)) EZZ?élgg.istributions the transferor will treat the qualified setFederal Register,and the fund would

: tlement fund as a grantor trust. The elediave been classified as a trust all of which

© ;)It?;rrl]t;?él:nor: to a claimant other than, ' i« ment must also include the trands treated as owned by the U.S. govern-

(h) Effective date. feror’§ name, signature, address, taxpaygpent under sectiqn 671 and the regula-
(1) In general. identification number, and the |eg§ndyon_sthereunderW|_thout regard to the reg-
(2) Transition rule. “§1.468B-1(k) Election”. The eleqtlon ulations unde_r section 468B, then the U.S.
() [Reserved] statement and the statement described @¢vernment is deemed to have made a
() Examples. §1.671-4(a) may be combined into a sirdrantor trust elecyon. under §1.4688—
Par. 3. Section 1.468B-1 is amendegle statement. 1(k), and the election is effective for all

. : i i taxable years of the fund.
by redesignating paragraph (k) as para- (3) Effect of making the electionlf a Par. 5. Sections 1.468B-6 through

raph () and adding a new paragraph ({rantor trust election is made— .
tgo rgad(;s rollows: g paragraph (K} (i) Paragraph (b) of this section, and-468B-9 are added to read as follows:

i §81.468B-2, 1'4688__,3’ and 1.468B-5 d31.4688—6 Quialified escrow accounts

§1.468B-1 Qualified settlement funds. not apply to t.he quqllfled settlement fund 4 qualified trusts used in deferred
X % ok % % However, this section (except for paragychanges of like-kind property under
graph (b) of this section) and §1.468B—4action 1031(a)(3).
(k) Election to treat a qualified settle- apply to the qualified settlement fund;

ment fund as a subpart E trus{1) In gen- (i) The qualified settlement fund is (a) Scope. This section provides rules
eral. If a qualified settlement fund hastreated for federal income tax purposes agder section 468B(g) relating to the cur-
only one transferor (see paragraph (d)(1) @f trust all of which is treated as owned byent taxation of income of a qualified es-
this section for the definition of transferor)the transferor under section 671 and therow account or qualified trust estab-
the transferor may make an irrevocablesgulations thereunder; lished in connection with a deferred
election (grantor trust election) to treat the (jii) The transferor must take into ac-€xchange under section 1031(a)(3).
qualified settlement fund as a trust all oount in computing the transferor’s in- (b) Definitions. As used in this section,
which is treated as owned by the transfer@fome tax liability all items of income, de-deferred exchange, relinquished property,
under section 671 and the regulationguction, and credit (including Capitaueplacement property, qualified escrow
thereunder. Agrantor trust election may bgains and losses) of the qualified settleaccount, qualified trust, qualified inter-
made whether or not the qualified settlement fund in accordance with §1.671-nediary, exchange perioénd escrow
ment fund would be classified, in the abg(a)(1): and holder have the same meanings as in
sence of paragraph (b) of this section, as ajy) The reporting obligations imposed§1-1031(k)—. Also, as used in this section,
trust all of which is treated as owned by thgy, 81 671-4 on the trustee of a trust apphpxPayemeans the transferor of the relin-

transferor under section 671 and the regys the administrator. quished property, anttansfereemeans
lations thereunder. the person who is treated as owning the
(2) Manner of making grantor trust Foxow oRx relinquished property for federal income

election—(i) In general. To make a  Par. 4. Section 1.468B-5 is amendethx purposes after its transfer by the tax-
grantor trust election, a transferor must aby revising the section heading angayer. Furtherpwner means the person
tach an election statement satisfying thadding paragraph (c) to read as follows: treated as owning the assets of the quali-
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fied escrow account or qualified trustrust on Forms 1099 in accordance witlransferee is the owner, the taxpayer and
under paragraph (c) of this section. the information reporting requirements othe owner must furnish to the escrow
(c) Income of qualified escrow accountsubpart B, Part Ill, subchapter A, chaptehnolder or trustee a statement that—
or qualified trust—(1) In general. Except 61, Subtitle F of the Internal Revenue (1) Is signed by the taxpayer and the
as otherwise provided in paragraph (c)(2rode. The Forms 1099 must show the eswner;
of this section, and except for purposes afrow holder or trustee as the payor and (2) Is furnished to the escrow holder or
determining whether a transaction qualimust show the proper payee. See paraustee within 30 days after the taxpayer
fies as a deferred exchange, the taxpaygraph (e)(2) of this section for the detertransfers the relinquished property; and
is the owner. Thus, the taxpayer musnination of the proper payee. (3) Specifies the person treated as the
take into account in computing the tax- (2) Person treated as payen satisfy- owner and thus as the payee of the income
payer’s income tax liability all items of ing the reporting obligations of paragraptof the account or trust.
income, deduction, and credit (includinge)(1) of this section, the following rules (g) Effective date-(1) In general. This
capital gains and losses) of the qualifiedpply to the escrow holder of a qualifiecsection applies to qualified escrow ac-
escrow account or qualified trust. escrow account and the trustee of a qualiounts and qualified trusts established
(2) Transferee or qualified intermedi-fied trust— after the date of publication of final regu-
ary has all the beneficial use and enjoy- (i) If no written statement described inlations in theFederal Register
ment of assets of a qualified escrow agaragraph (f) of this section is provided to (2) Transition rule. With respect to a
count or qualified trust.If the transferee the escrow holder or trustee, the escrogualified escrow account or qualified trust
or the qualified intermediary has all theholder or trustee must treat the taxpayesstablished after August 16, 1986, but on
beneficial use and enjoyment of assets @fs the owner and the payee of the incom before the date of publication of final
a qualified escrow account or qualifiedof the account or trust; and regulations in thd~ederal Register,the
trust, the transferee or qualified interme- (i) If a written statement described ininternal Revenue Service will not chal-
diary is the owner. Thus, the transferee quraragraph (f) of this section is provided tdenge a reasonable, consistently applied
qualified intermediary must take into acthe escrow holder or trustee, the escromethod of taxation for income earned by
count in computing its income tax liabil-holder or trustee must treat the persothe account or trust. The Internal Rev-
ity all items of income, deduction, andspecified on the statement (see paragraghue Service will also not challenge a rea-
credit (including capital gains and lossesf)(3) of this section) as the owner and thgonable, consistently applied method for
of the account or trust. The followingpayee of the income of the account oreporting such income.
factors, and other relevant facts and cirtrust. (h) Examples. The provisions of this
cumstances in a particular case, will be (3) Relief from penalties for filing in- section may be illustrated by the follow-
considered in determining whether theorrect information return or payee stateing examples in which T is the taxpayer,
transferee or the qualified intermediaryment. For purposes of sections 6721 an@ is the transferee, and QI is the qualified
rather than the taxpayer, has the benefici@lr22, the escrow holder of a qualified esintermediary:

use and enjoyment of assets of an accourrbw account or trustee of a qualified trust _
Example 1. (i) T uses the calendar year as the

or trust and thus is the owner— will not be treated as failing to file or fur- . .
. . . . . . taxable year and the cash receipts and disbursements
() Which person enjoys the use of thenish a correct information return or payee, .inod of accounting. T enters into a deferred ex-
earnings of the account or trust; statement solely because, in preparing dhange agreement with B. Under the agreement, T

(i) Which person receives the benefifForm 1099, the escrow holder or trusteeil transfer property (the relinquished property) to
from appreciation, if any, in the value ofrelies on a statement described in par&- and B must transfer to T within the exchange pe-
the assets of the account or trust; and  graph (f) of this section and thereforegg?h)cﬁz\slzierf‘;g’g;:qaesg;’r'k;?g:ﬁl‘zmai”:h‘;ioo‘ﬁ% :’e’

(iif) Which person is subject to a risk oftreats the person specified on the Statﬁﬁquishedgproperty. B's obligations under the
loss from a decline, if any, in the value ofment (see paragraph (f)(3) of this sectiorjgreement are secured by the assets of a qualified
the assets of the account or trust. as the owner and the payee of the inconescrow account. The deferred exchange does not in-

(d) Application of section 7872If the of the account or trust. If a statement dewlve the use of a qualified intermediary.
transferee or the qualified intermediary iscribed in paragraph (f) of this section is () Under the agreement, B must deposit cash

: : to th lified t I'to th d
the owner under paragraph (c)(2) of thisot provided to the escrow holder of 0 e AUALEE ESCTOW agtoum equal © e agree

) ) - _upon fair market value of the relinquished property
section, section 7872 may apply if the detrustee, the escrow holder or trustee Will, the date the property is transferred to B. The
ferred exchange involves a below-marketot be treated as failing to file or furnish agreement provides that the cash deposited into the
loan from the taxpayer to the owner. Seeorrect information return or payee state@scrow account must be invested in a money market
section 7872(c)(1) for the loans to whichment solely because, in preparing a Forf{nd- _ _ _
. . . (iii) The agreement provides that B is entitled to
section 7872 appllgs. . 1099, the escrow holder or trustee relieg i e e interest eamed on the escrow account in
(e) Reporting obligations of the escrowon the absence of the statement and theg@nsideration for B's performance of services in
holder or trustee—(1) In general. The fore treats the taxpayer as the owner andnnection with the exchange.
escrow holder of a qualified escrow acthe payee of the income of the account or (iv) On September 1, 1999, T transfers the relin-
count and the trustee of a qualified trusrust. quished property to B. The property is unencum-
f h calendar year (or portion (f) Statement provided to escrow holdeRered and has a fair market value of $100,000 on
must, for eac y . p ) P 5eptember 1, 1999. B deposits $100,000 into a
thereof) that the account or trust is in exiser trustee. If under paragraph (c)(2) of guaiified escrow account. The $100,000 is invested

tence, report the income of the account ahis section, the qualified intermediary ofin accordance with the exchange agreement in a
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money market fund. During 1999, $2,000 of interest (iv) The escrow holder must file Forms 1099 anctlosing escrows established after the date
is earned on the escrow account. During Januafyrnish T with payee statements with respect to thgf publication of final regulations in the
2000, an additional $400 of interest is earned on tf&2000 of interest earned on the escrow in 1999 ar’gederal Register
escrow account. On February 1, 2000, B use®000. See paragraph (e)(1) of this section. " ) .

$100,000 of the funds in the escrow account to pur- ) Trgnsnmn rule. With _reSpeCt toa
chase replacement property identified by T, and 081.468B—7 Pre-closing escrows. pre-closing escrow established after Au-
this same date B transfers the replacement property gust 16, 1986, but on or before the date of
to T. The interest earned on the escrow account, (@) Scope. This section provides rulesyplication of final regulations in the
$2,400, is paid to B from the escrow account in congynder section 468B(g) for the taxation OEederaI Register,the Internal Revenue

sideration for B’s performance of services. ; i . .
income earned on pre-closing escrows.
(v) Paragraph (c)(1) of this section applies and T P 9 Service will not challenge a reasonable,

must take into account in computing T's income tax (b) Definition. A pre-closing escrovis consistently applied method of taxation
liability for 1999 and 2000 the $2400 of interestdN €SCrOW account, trust, or fund— for income earned by the escrow. The In-
earned on the escrow account in those years even (1) Established in connection with theernal Revenue Service will also not chal-
though the interest is paid to B as compensation fggale or exchange of real or person%nge a reasonable, consistently applied

B’s services. Paragraph (c)(1) of this section appli roperty: . .
for the following reasons. T, rather than B, enjoyi§ perty; method for reporting such income.

the use of the earnings of the escrow account since (2) Funded Wlth_ a down payment: (f) Example. The provisions of this
the earnings are used to discharge Ts obligation ©arN€st money, or similar payment that igection may be illustrated by the follow-
pay B for B's services. B is not considered to haveleposited into the escrow prior to the salgyg example:
all the beneficial use and enjoyment of the assets gfy exchange of the property;
the escrow account merely because the compensa-(3) Used to secure the obligation of the Example. P enters into a contract with S for the
tion that B is entitled to receive is based on the earn- . rchase of residential property owned by S for the
ings of the escrow account. ?)umhaser, to pay the purchase price for trﬁ#ce of $200,000. P is required to deposit $10,000
(vi) The escrow holder must file Forms 1099 forProperty (in the case of an exchangex- of earnest money into an escrow. At closing, the
1999 and 2000 and furnish T with payee statemeng@hasermeans the transferee of the Props10,000 and the interest earned thereon will be cred-
with respect to the interest earned on the escrow @rty, andpurchase pricemea_ns the re- ited against the purchase price of the property. The
1999 and 2000. See paragraph (e)(1) of this sectioquired consideration for the property); escrow is a pre-closing escrow. P is treated as own-
Example 2. (i) The facts are the same asHRr- (4) The assets of which, including théng the assets of the escrow, anq Pis taxaple on the
ample lexcept that the agreement between B and T . . interest earned on the escrow prior to closing. The
requires B to pay $100,000 to QI; under the agreéncOme earned thereon, will be pald to th@scrow holder must report the income earned on the
ment between T and QI, QI is obligated to transfer tpurchaser or otherwise distributed for thescrow on Forms 1099 and furnish payee statements
T within the exchange period consideration (cash qpurchaser’s benefit when the property i® P. The Forms 1099 must show the escrow holder

replacement property or both) equal to $100,008¢|d or exchanged (for example, by bein@s the payor and P as the payee.

plus interest thereon at 4 percent compounded Se”ﬂjistributed to the seller as a credit againgtl 46888 Contingent at-closing

annually; QI's obligation to transfer this considera—h h ice): and
tion is secured by the $100,000 received from Bt, € purchase prlce), an eSCrows.

which QI must deposit into a qualified escrow ac- (5) Which is not a qualified escrow ac-

count; the assets of the escrow account must be ioount or qualified trust established in con- (a) Scope. This section provides rules
vested in a money market fund; and, as compensgection with a deferred exchange undeunder section 468B(g) for the taxation of
EZ?;?;S;(S?;O?G‘Q”IC?SO;st?trl‘égiz troef:ae?\'l'gatfe”;is_ection 1031(a)(3). income earned on a contingent at-closing
cess of the inte?es't earned on the escrow account (C) Taxation of pre-closing escrows.escrow, which is defined in paragraph (b)
over the amount of interest (computed at 4 percertN€ purchaser is treated for federal incomef this section. No inference should be
compounded semiannually) payable to T in cash dax purposes as owning the assets of a pirawn from this section concerning the
property. _ . closing escrow. Thus, the purchaser musix treatment of a contingent at-closing
inté'g (?Ja‘ljiﬁsgz;sc rt;z :j&%ggg;ﬁiﬁg’;‘i Jg”g(‘) OBitgke into_ account in_ co_mputipg the purescrow, or of parties to the escrow, under
invested in a money market fund earning interest ghaser’s income tax liability aI_I items of_ln-secnons of the Internal Revenue Code
4.8 percent compounded semiannually. Durin§OMe, deduction, and credit (includingother than section 468B. See also para-
1999, $1,600 of interest is earned on the escrow acapital gains and losses) of the escrow. graph (d) of this section.

count. During January 2000, an additional $400 of (d) Reporting obligations of the admin- (b) Definitions. For purposes of this
interest is earned on the escrow account. On Febiisyrator For each calendar year (or portiorsection, the following definitions apply—

ary 1, 2000, QI uses $101,667 of the funds in the es- . S .
y Q gwereof) that a pre-closing escrow is in ex- Administratormeans an escrow agent,

crow account to purchase replacement propert y
which is transferred to T. This transfer satisfies QréStence, the escrow agent, escrow holdegscrow holder, trustee, or other person re-
obligations under the agreement because $1,667tRIStee, or other person responsible for agponsible for administering an escrow ac-
the amount of interest that is earned on $100,000 ptinistering the escrow (tredministrato)  count, trust, or fund (the purchaser or the
4 percent compounded semiannually for 5 monthgyn st report the income of the escrow oseller may be the administrator);

Of the $2,000 in interest earned on the escrow ag- . . . . .

count in 1999 and 2000, $1,667 is used to purchabe® ™S 1099 in accord_ance with the infor- Contingent at-closing escromeans an
replacement property, and the remaining $333 ig1ation reporting requirements of subparscrow account, trust, or fund that satis-
paid in cash to QI as compensation for QI's service8, Part Ill, subchapter A, chapter 61, Subtifies the following requirements—

(iif) Paragraph (c)(1) of this section applies and Tle F of the Internal Revenue Code. The (1) The escrow is established in con-
ﬂ;“bsiritta‘;ir'”ltg ;gcé’:;tz'ggg?i“g;% g; g}ci‘r’]’::i;zForm 1099 must show the administrator asection with the sale or exchange (other
eameg on the escrow account in those years evttJAe payor and the purchaser as the payeethan an exchang_e to which section 354,
though $333 of the interest is paid to QI as compen- (€) Effective date—(1) In general. The 355, or 356 applies) of real or personal

sation for QI's services. provisions of this section apply to pre{property used in a trade or business or
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held for investment (including stock in atransfer of ownership of the assets of théhe purchaser or seller (or both) in accor-
corporation or an interest in a partnerescrow from the purchaser to the seller oance with their respective ownership in-
ship); the determination date for purposes dfrests as shown on the statement; and
(2) Depending on whether events spemther Code sections, no inference should (iii) If the written statement described
ified in the agreement between the purse drawn from this section whether anyn paragraph (f) of this section is not pro-
chaser and the seller that are subject fibrtion of the amount transferred is unvided to the administrator, the administra-
bona fide contingencies (not includingstated interest. See §1.483-4. tor must continue to treat the purchaser as
events that are certain, or reasonably cer- (e) Tax liability of purchaser and seller the payee of the income of the escrow.
tain, to occur, such as the passage of timieyr the period beginning on the determi- (3) Relief from penalties for filing in-
or that are certain, or reasonably certaimation date. For the period beginning oncorrect information return or payee state-
not to occur) either occur or fail to occurthe determination date, the purchaser amdent. For purposes of sections 6721 and
the escrow’s assets (except for assets she seller must each take into account 6722, the administrator will not be treated
aside for taxes or expenses) will be disdetermining their income tax liabilities as failing to file or furnish a correct infor-

tributable— the income, deductions, and credits (inmation return or payee statement solely
(i) Entirely to the purchaser; cluding capital gains and losses) corrébecause, in preparing a Form 1099, the
(ii) Entirely to the seller; or sponding to their ownership interests imdministrator relies on a statement de-
(i) In part, to the purchaser with thethe assets of the escrow. scribed in paragraph (f) of this section and
remainder to the seller; and (f) Statement required to be provided téherefore treats the purchaser or seller (or

(3) The escrow is not a qualified esadministrator within 30 days after the deoth) as the payee (or payees) of the in-
crow account or qualified trust estabtermination date. Within 30 days after come of the escrow in accordance with
lished in connection with a deferred exthe determination date, the purchaser aribieir respective ownership interests in the
change under section 1031(a)(3); the seller must provide the administrato@ssets of the escrow as shown on the

Determination datemeans the date onwith a written statement that— statement. If a statement described in
which (or by which) the last of the events (1) Is signed by the purchaser and thearagraph (f) of this section is not pro-
subject to a bona fide contingency specseller; vided to the administrator, the administra-
fied in the agreement between the pur- (2) Specifies the determination datetor will not be treated as failing to file or
chaser and the seller (referred to in the dand furnish a correct information return or
finition of contingent at-closing escrgw  (3) Specifies the purchaser’s andayee statement solely because, in prepar-
has either occurred or failed to occur;  seller's ownership interests in each ass#étg a Form 1099, the administrator relies

Purchasemeans, in the case of an exeof the escrow. on the absence of the statement and there-
change of property, the transferee of the (g) Reporting obligations of the admin-fore treats the purchaser as the payee.
property; and istrator—(1) In general. The administra-  (h) Effective date~(1) In general. The

Sellermeans, in the case of an extor of a contingent at-closing escrow mus@rovisions of this section apply to contin-
change of property, the transferor of théor each calendar year (or portion thereoent at-closing escrows that are estab-
property. that the escrow is in existence, report théshed after the date of publication of final

(c) Tax liability of purchaser and seller income of the escrow on Forms 1099 ifegulations in thé-ederal Register.
for the period prior to the determinationaccordance with the information reporting (2) Transition rule. With respect to a
date. For the period prior to the determi-requirements of subpart B, Part Ill, subcontingent at- closing escrow established
nation date, the purchaser is treated ahapter A, chapter 61, Subtitle F of the Inafter August 16, 1986, but on or before the
owning the assets of the contingent aternal Revenue Code. The Forms 109@ate of publication of final regulations in
closing escrow for federal income taxmust show as payor the administrator dhe Federal Register,the Internal Rev-
purposes. Thus, in computing the purthe escrow and as payee the person (8pue Service will not challenge a reason-
chaser’s income tax liability, the pur-persons) treated as the payee (or payed@dje. consistently applied method of taxa-
chaser must take into account all items afnder paragraph (g)(2) of this section. ~ tion forincome earned by the escrow. The
income, deduction, and credit (including (2) Person treated as payetn satisfy- nternal Revenue Service will also not
capital gains and losses) of the escrowmg the reporting obligations of paragrapt¢hallenge a reasonable, consistently ap-
until the determination date. (9)(1) of this section, the following rulesPlied method for reporting such income.

(d) Transfer of interest in the assets ofpply to the administrator— (i) [Reserved] o _
the escrow on the determination daiéo (i) For the period prior to the determi- () Example. The provisions of this
inference should be drawn from this secation date, the administrator must treat€ction may be illustrated by the follow-
tion whether, for purposes of Internathe purchaser as the payee of the inconfed €xample:

Revenue Code sections other than 468Bf the escrow; Examplei) P and S are corporations. In 1999, P
there is a transfer of ownership of the as- (ii) For the period beginning on the deenters into a contract with S for the purchase of
sets of a contingent at-closing escrow otermination date, if the written statementental real estate. On October 1, 1999, the date of
the determination date from the purchasefescribed in paragraph (f) of this sectiofjlé: S transfers the real estate to P, and P pays S a
to the seller or from the seller to the puris timely provided to the administrator,P°"ion of the purchase price, $9,000,000. P de-

o posits the remaining portion of the purchase price,
chaser, or the tax consequences of sucttree administrator must treat as the payegso, 000, into an escrow account as required by the
transfer. Thus, for example, if there is gor payees) of the income of the escrowontract. H is the escrow holder.
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(ify The contract provides that the escrow balclaimant or a transferor without the apship fund than as provided in paragraph
ance as of November 1, 2000, is payable entirely igrgy/g| of the court. (c)(1) of this section, the claimants to the
P, entirely to S, or partially to Pand partially to S de= 1y hyafinitions, For purposes of this fund may submit a private letter ruling re-
pending on the amount, if any, by which the average ‘"’ . .
rental income from the real estate during a specified€CtioN— guest proposing an alternative method of
testing period ending on September 30, 2000, ex- (1) Administratormeans the persontaxation.
ceeds one or more specified earnings targets. designated as such by the court having ju- (3) Special rules(i) In general, money

(iii) According to the terms of the contract, therjsdiction over a disputed ownership fundor property subject to conflicting claims of

income earned on the escrow must be accumulat . . . . . .
and is not currently distributable to P or S during tthnO person is designated, the administrazslaimants (disputed property) that is trans-

period prior to November 1, 2000. tor is the escrow agent, escrow holdeferred to a disputed ownership fund by, or
(iv) During the testing period specified in thetrustee, receiver, or other person respongin behalf of, a transferor is excluded from
contract between P and S, the average rental incoride for administering the fund, the gross income of the fund. However,

eamed on the property exceeds one (but not all) of (2) Claimantmeans a person, includingthis exclusion does not apply to income
the specified earnings targets. As a result, on Sep-y.anetaror who claims ownership of, oeared on assets of the fund such as—

tember 30, 2000, the end of the testing period, P be- . . . . .
came entitled to 40% of the escrow assets and S d-l€gal or equitable interest in, money or (A) Payments to a disputed ownership
came entitled to 60% of the escrow assets. property held by a disputed ownershigund made in compensation for late or de-

(v) On October 30, 2000, P and S provide H witfund,; layed transfers of money or property;
the written statement described in paragraph (f) of (3) Court means a court of law or eg- (B) Dividends on stock of a transferor
this section. The written statement is thus providegliy, ¢ the United States, any state (infor a related person) held by the fund; and
within 30 days of September 30, 2000. The state- ° . . . .
ment indicates that P's ownership interest in eachiUding the District of Columbia), terri-  (C) Interest on debt of a transferor (or a
asset of the escrow is 40 percent and S's ownersHigry, possession, or political subdivisiorrelated person) held by the fund.
interest in each asset is 60 percent. thereof; (i) A distribution to a claimant of dis-

(vi) The escrow is a contingent at-closing escrow. (4) Related persomeans any personputed property by a disputed ownership
September 30, 2000, is the determination date by, i related to the transferor within thdund is not a taxable event to the fund.
cause this is the date on which the testing perio . . . . .
ends. As of this date, all contingencies specified if'€@ning of section 267(b) or 707(b)(1);  (iii) A disputed ownership fund is not
the contract are resolved. (5) Transferormeans, in general, a per-allowed a deduction for a distribution of

(vii) P must take into account all of the income son that transfers to a disputed ownershigisputed property to, or on behalf of, a
deductions, and credits (including capital gains anflynd money or property that is subject taransferor or a claimant.
losses) of the escrow in computing P's income tax liz 5 yflicting claims of claimants. How-  (iv) Upon the termination of a disputed
ability for the period prior to September 30, 2000. . . . .
See paragraph (c) of this section. ever, a payor of interest or other incomewnership fund, if the fund has an unused

(viii) For the period beginning on September 30€arned by a disputed ownership fund iset operating loss carryover under section
2000, P must take into account in computing P's innot a transferor (unless the payor is also®/2, an unused capital loss carryover
come tax liability 40 percent of each item of incomec|aimant). A transferor may also be ainder section 1212, or an unused tax
deduction, and credit of the escrow (including Capip|aimant, credit carryover, or if the fund has, for its
tal gains and losses), and S must take into account in . . . . .
computing S's income tax liability 60 percent of (c) Taxation of a disputed ownershiplast taxable year, deductions in excess of
these items. See paragraph (e) of this section. ~ fund—(1) In general. For federal income gross income, the claimant to whom the

(ix) H is subject to the information reporting re-tax purposes, a disputed ownership funflind’s net assets are distributable will
qUiffT_lemFS of Pigiggaphd(?)(l_) r?f this SetC“ton- Hs treated as the owner of all assets thatsticceed to and take into account the
?;“rzﬂe':i th(:?;sct ot p"’r‘ir(‘)r tg";“espte‘?s‘ggre;f‘zeo'gg?ﬁolds. A disputed ownership fund isfund’s unused net operating loss carry-
is the payee of all the income of the escrow, and f reated as a C corporation for purposes ofver, unused capital loss carryover, un-
the period beginning on September 30, 2000, P is tfgubtitle F of the Internal Revenue Codeysed tax credit carryover, or excess of de-
payee of 40 percent of the income, and S is thand the administrator of the fund must obductions over gross income for the last
payee of 60 percent of the income. tain an employer identification numberntaxable year of the fund. If the fund’s net
§1.468B-9 Disputed ownership funds. for the fund, make all required incomg ta>as§ets are distributable to more t.han one

and information returns, and deposit altlaimant, the unused net operating loss

(a) In general. An escrow account, payments of tax. Also, except as othercarryover, unused capital loss carryover,
trust, or fund that is not a qualified settlewise provided in this section, a disputedinused tax credit carryover, or excess of
ment fund is a disputed ownership fun@wnership fund is taxable as if it were eideductions over gross income for the last
if— ther— taxable year must be allocated among the

(1) It is established to hold money or (i) A qualified settlement fund underclaimants in proportion to the value of the
property subject to conflicting claims 0f81.468B-2 if all the assets transferred tassets distributable to each claimant from
ownership; the fund by or on behalf of transferors aréhe fund.

(2) The escrow account, trust, or fungbassive investment assets, for example, (v) In the case of a disputed ownership
is subject to the continuing jurisdiction ofcash or cash equivalents, stock, and defhind taxable as if it were a C corporation
a court; and obligations; or under paragraph (c)(1)(ii) of this section,

(3) Money or property cannot be paid (ii) A C corporation in all other cases. this section does not, in general, restrict
or distributed from the escrow account, (2)Exception.If there is a more appro- the fund’'s use of an otherwise allowable

trust, or fund to, or on behalf of, apriate method of taxing a disputed ownemethod of accounting or taxable year.
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(vi) Appropriate adjustments must bemance would otherwise occur under (4) The date of each transfer;
made by a disputed ownership fund 081.461-4(g) when the transferor makes a (5) The amount of cash transferred;
transferors to the fund to prevent the fungayment to the claimant or claimants, (6) A description of property trans-
and the transferors from taking into aceconomic performance occurs with referred, the disputed ownership fund’s
count the same item of income, deducspect to the liability to the extent thebasis in the property as provided in para-
tion, gain, loss, or credit more than oncé&ransferor makes a transfer to a disputegraph (d) of this section, and, if the rules
or from omitting such items. ownership fund to resolve or satisfy thabf paragraph (f)(1)(ii) of this section
(d) Basis of property held by a disputediability, but only if the transferor and re-apply, the fund’s holding period on the
ownership fund.In general, the initial lated persons are not claimants and hadate of transfer; and
basis of property transferred by, or on baio right to receive payments or distribu- (7) Whether or not the transferor is also
half of, a transferor to a disputed ownertions from the fund. a claimant.
ship fund is the fair market value of the (i) Obligations of the transferorwith (B) Combined statement#f a disputed
property on the date of transfer to the funcespect to a transferor described in par@awnership fund has more than one trans-
as determined by the transferor for purgraph (f)(2)(i) of this section, economicferor, any two or more of the transferors
poses of the rules in paragraph (f)(1)(i) operformance does not occur when theay provide a combined statement to the
this section. However, if paragraphransferor transfers to a disputed owneladministrator that does not identify the
(H(Q)(ii) of this section applies, the fund’sship fund its debt (or the debt of a relatedmount of cash or the property transferred
initial basis in the property is the same agerson). Instead, economic performandey a particular transferor. If a combined
the basis of the transferor immediately beaccurs as the transferor (or related persos)atement is used, however, each trans-
fore the transfer to the fund. makes principal payments on the debferor must include with its copy of the
(e) Request for prompt assessmeAt. Similarly, economic performance doestatement that is attached to its income tax
disputed ownership fund is eligible to renot occur when the transferor transfers teeturn a schedule describing each asset
quest the prompt assessment of tax undardisputed ownership fund its obligatiorthat the transferor transferred to the dis-
section 6501(d). For purposes of sectiofor the obligation of a related person) teuted ownership fund.
6501(d), a disputed ownership fund igprovide property in the future or to make (4) Distributions to transferors-(i) In
treated as dissolving on the date the fural payment described in 81.461-4(g). Ingeneral. A transferor must include in
no longer has any assets (other than a resiead, economic performance occurs withross income any distribution to a trans-
sonable reserve for potential tax liabilitiesespect to such an obligation as properfigror (including a deemed distribution
and related professional fees) and will nadr payments are provided or made to théescribed in paragraph (f)(4)(iii) of this
receive any more transfers. disputed ownership fund or a claimant. section) from a disputed ownership fund.
() Rules applicable to the transferer (3) Statement to the disputed ownershiff property is distributed, the amount in-
(1) Transfer of property-(i) In general. fund and the Internal Revenue Serviee cludible in gross income and the basis in
A transferor must treat a transfer of propfi) In general. By February 15 of the yearthat property is generally the fair market
erty to a disputed ownership fund as a safellowing each calendar year in which avalue of the property on the date of distri-
or other disposition of that property fortransferor (or other person acting on besution.
purposes of section 1001(a). In computialf of a transferor) makes a transfer to a (ii) Exception. The gross income of a
ing the gain or loss, the amount realizedisputed ownership fund, the transferotransferor does not include a distribution
by the transferor is the fair market valuéor other person) must provide a statgo the transferor of property from a dis-
of the property on the date the transfer isient to the administrator of the fund setputed ownership fund if the transferor
made to the disputed ownership fund. ting forth the information described inpreviously transferred the property to the
(i) Exceptions.A transfer of property paragraph (f)(3)(ii) of this section. Thefund and paragraph (f)(1)(ii) of this sec-
to a disputed ownership fund is not a saleansferor must attach a copy of the statéton applied to that transfer. Also, the
or other disposition of the property forment to (and as part of) its timely filed in-transferor’s gross income does not in-
purposes of section 1001(a) if— come tax return (including extensions) foclude a distribution of money from the
(A) The transferor claims ownership ofthe taxable year of the transferor in whichlisputed ownership fund equal to the net
the transferred property immediately bethe transfer is made. income earned on that property while it
fore and immediately after the transfer to (ii) Information required on state- was held by the fund. Further, the trans-
the fund; or ment—(A) In general. The statement re- feror’s basis in the property is the same as
(B) The transferor is an agent, fidu-quired by paragraph (f)(3)(i) of this secthe disputed ownership fund’s basis in the
ciary, or other person acting in a similation must include the following property immediately before the distribu-
capacity acting on behalf of a persomnformation— tion to the transferor.
claiming ownership of the transferred (1) A legend, “81.468B-9(f) State- (iii) Deemed distributionslif a disputed
property immediately before and immediment”, at the top of the first page; ownership fund makes a distribution on
ately after the transfer to the fund. (2) The transferor’'s name, address, andehalf of a transferor to a person that is not
(2) Economic performanee(i) In gen- taxpayer identification number; a claimant, the distribution is deemed
eral. For purposes of section 461(h), if a (3) The disputed ownership fund’smade by the fund to the transferor. The
transferor has a liability to one or morename, address, and employer identificaransferor, in turn, is deemed to have made
claimants for which economic perfor-tion number; a payment to the actual recipient.
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(g) Distribution to a claimant other (i) Pending the resolution of the title dispute beincome of a qualified escrow account or
than a transferor. Whether a claimant tweenAand B, the title to the property is transferregyglified trust, see §1.468B—6.
other than a transferor must include i to a court-supervised escrow on February 1, 2000.

. distributi f Iso, on that date the court appoints R as receiver * ok ok x K
gross income a distribution of money Ofor the property. R collects the rent earned on the

property from a disputed ownership funthroperty and hires employees necessary for the
is generally determined by reference teaintenance of the property. The rents paid to R
the claim in respect of which the distribu-cannot be distributed to A or B without the court’s
tion is made. If a disputed ownershigPProval.

A . (iii) On June 1, 2001, the court makes a final de- ) )
1:; Egr otllhs;: b:tterznzggfoerrt_% tscz1 tasfgss'gﬁr;%rmination that the rental property is owned by B(Filed by the Office of the Federal Register on Janu-
| | I

. ; : he court orders B to refund to A the purchase pricgry 29,1999, 8:4_5 a.m., and published in the issue of
the claimant’s claim of ownership to thapaid by A to B's father plus interest on that amounfe Federal Register for February 1, 1999, 64 FR.

property, the claimant’s basis in the propérom February 1, 2000. Also, the court orders that 4202
erty must be adjusted to reflect the adjusgl.istribution be made to B of all funds held in the

ments to the basis of the property require(d)urt registry consisting of the rent collected by R
. . and the income earned thereon. In addition, title thotice of Proposed Ru|emaking
under section 1016 for the period th%1e property is returned to B.

property was held by the fund. (iv) The rental property and the funds held by theand Notice of Public Hearmg

(h) Eff?CtiVE d_ate—(l).m general. court registry are held in a disputed ownership fundy o 4 ction for Interest on
This section applies to disputed owner- (v)Ais the transferor to the fund. A does not re- o .
ship funds established after the date fize gain or loss under section 1001(a) on As ranQualified Education Loans
; ; ; ; ; fer of the property to the disputed ownership fund.
pUbllcatlon .Of final regulations in the (vi) The fund is taxable as if it were a C corporaREG_:L:I-6826_97
Federal Reg'_Ster' ) tion because the rental property is not a passive in- .
(2) Transition rule. With respect t0 a yestment asset. See paragraph (c)(1)(i) of this scAGENCY: Internal Revenue Service
disputed ownership fund established aftaion. The fund is not taxable upon receipt of thd|RS), Treasury.
August 16, 1986, but on or before the dateroperty. The fund's initial basis in the property is
of publication of final regulations in thethe same as As adjusted basis immediately befoRCTION: Notice of proposed rulemaking

Federal Register,the Internal ReVenuethe transfer to the fund. The fund's gross income ingnd requests to videoconference the pub-
S . il hall bl cludes the rents paid to R and the income earneﬂé hearing
ervice W|| not |C 3 engﬁ ?jrefasona_ &hereon. For the period between February 1, 2000, '
consistently applied method of taxatioryng june 1, 2001, the fund may be allowed dedugs - .
for income earned by the fund, transfersons for depreciation and for the costs of mainte—%UMMARY' ThIS_ docume_nt contains
to the fund, and distributions made by theance of the property because the fund is treated ggoposed rggulatlons_ relatlng tO the de-
fund. owning the property during this period. See sectiorduction for interest paid on qualified edu-
. 162, 167, and 168. cation loans. The proposed regulations
(i) [Reserved]. (vii) The fund is not allowed a deduction for thereflect ch to the | de bv th
- . reflect changes to the law made by the
(J) Examples.The foIIowmg examples distribution to B of the rent earned on the property- ;
; ; . ; : axpayer Relief Act of 1997, the Internal
illustrate the rules of this section: while held by the fund (or the income earne . .
evenue Service Restructuring and Re-
o ) . thereon). No tax consequences to the fund resul :
Eéamréle 1.(:)fP_r|or o As death, A Wals. the in- from this distribution or from the fund's transfer of OTM Act of 1998, and the Omnibus Con-
sured under a life insurance contract (policy) 'Ssueﬁe rental property to B pursuant to the court's deteSOlidated and Emergency Supplemental

by X, an insurance company. As current spouse and. __ . g
nation that B owns the property. .
As former spouse each claim to be the beneficiary natl W property. Appropriations Act, 1999 The proposed

under the policy and thus entitled to the policy pro- par g Section 1.1031(k)—1 | regulations aﬁe_Ct taxpayers who pay in-

ceeds ($1 million). In 1999, X files an interpleader . erest on qualified education loans. This
action and deposits the policy proceeds into the re&-mended by adding a sentence at the eﬂgcument also provides notice that a pub-
istry of the court. On June 1, 2000, a final determiOf paragraphs (g)(3)(i) and (h)(2) to reacﬁc hearing will be held on the proposed

nation is made that A's current spouse is the bene@@s follows: regulations and that persons outside the
ciary under the policy and thus entitled to the funds . . .
held in the registry of the court. These funds are di§1.1031(k)-1 Treatment of deferred Washington, DC, area who wish to testify

Michael P. Dolan,
Deputy Commissioner of
Internal Revenue.

tributed to A's current spouse. exchanges. at the hearing may request that the IRS
(ii) The funds held in the registry of the court videoconference the hearing to their sites.

consisting of the policy proceeds and the earnings * Kk k x K

thereon are a disputed ownership fund taxable as if it DATES: Written or electronically gener-

' * % %
were a qualified settlement fund. See paragraph (9) . ated comments must be received by April
(©)(1)() Of this section. Th_e‘ fund's gross income (3) * * * (i) * * * For rules under sec- 21, 1999. Requests to videoconference
does not include the $1 million transferred to th‘iion 468B(g) relating to the current taxa'th ! h 1 10 oth " b ved
fund by X. don of e of i, e hearing to other sites must be receive

Example 2(i) Two unrelated individuals, A and on ot income of a qualified escro acby March 22, 1999.
B, claim ownership of certain rental property. ACOunt or qualified trust, see §1.468B—6.

claims to have purchased the property from B’s fa- v ox % % % ADDRESSES: Send submissions to

iher. However, B asseits that the purborted sale o A CC:DOM:CORP:R (REG-116826-97),
was ineffective and that B acquired ownership of the . %% .

property through intestate succession upon the death (h) . room 5226, Internal R_evenu_e Service,
of B's father. For several years, A has maintained (2) * * * For rules under section POB 7604, Ben Franklin Station, Wash-

the property and received the rent from the propertfp68B(Q) relating to the current taxation ofngton, DC 20044. Submissions may be
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hand delivered Monday through Fridayucation loan. In 1998, the IRS publishedaxpayer, the taxpayer’s spouse, or the
between the hours of 8 a.m. and 5 p.m. téwo notices describing the information retaxpayer’s dependent at the time the in-
CC:DOM:CORP:R (REG-116826-97),turns that are required under sectiodebtedness is incurred. In addition, the
Courier's Desk, Internal Revenue Ser6050S for 1998 and 1999. On January 2Qualified higher education expenses must
vice, 1111 Constitution Avenue, NW,1998, the IRS published Notice 98-7be incurred within a reasonable period of
Washington, DC. Alternatively, taxpayer§1998-3 I.R.B. 54), which describes thdime before or after the indebtedness is in-
may submit comments electronically vidanformation reporting required under seceurred. The requirement that the indebt-
the Internet by selecting the “Tax Regstion 6050S for 1998. On November 16edness be incurred solely to pay qualified
option on the IRS Home Page, or by subt998, the IRS published Notice 98-54higher education expenses was added by
mitting comments directly to the IRS In-(1998-46 |.R.B. 25), which modified No-RRA '98. Accordingly,mixed usdoans
ternet site at http://www.irs.ustreas.govfice 98—7 to reflect a technical amendare not qualified education loans. Simi-
prod/tax_regs/comments. html. The IRnent made by RRA 98 and extended thiarly, revolving lines of credit (e.g., credit
will publish the time and date of the pubapplication of Notice 98-7, as so modicard debt) generally are not qualified edu-
lic hearing and the locations of any videofied, to information reporting requiredcation loans, unless the borrower uses the

conferencing sites in an announcement ifinder section 6050S for 1999. line of credit solely to pay qualified
theFederal Register. higher education expenses.

Explanation of Provisions Consistent with section 221(e)(1), the
FOR FURTHER INFORMATION CON- proposed regulations provide that a loan

TACT: Concerning the regulations, con- Section 221 allows taxpayers who arg, . 4o o 2 "individual who is related to

tact John P. Moriarty, (202) 622-4950 (nofe9ally obligated to pay interest on qualiy, .y, wer, within the meaning of sec-

a toll-free number); concerning submisfied education loans a federal income taffon 267(b) or 707(b)(1), is not a qualified

sions of comments, the hearing, and/or tgﬁdudctldon tfor their m;[jgretst pe}[ytmentseducation loan. For example, a loan from
be placed on the building access list to afthe de UCd'Otrr: 1S ?n adjus m'elnbl Otgrols'g parent or grandparent of the borrower is
tend the hearing, contact Michael L!NCOME and, herelore, 1s avarable 10 €liy oy 5 gy ajified education loan. In addi-

Slaughter (202) 622-7190 (not toll-freedible taxpayers regardless of whether they, , - ., nsistent with a technical amend-

numbers). itemize deductions. The deduction is I|m—ment to section 221(e) contained in the

ited to $2,500 for taxable years beginning)mnibuS Act ‘99, the proposed regula-
SUPPLEMENTARY INFORMATION after 2000. For taxable years 1998, 1999 ns provide tha£ loans made under any

and 2000, the I|m|t§ are $1'OOQ’ $1’598ualified employer plan (within the mean-
and $2,000, res_pe(_:tlvgly. ansstent_wﬂﬁhg of section 72(p)(4)) or made pursuant
This document contains proposedN® income limitations in sectioniy any contract referred to in section
amendments to the Income Tax Regule21(P)(2), the proposed regulations prozo,y(s) are not qualified education loans.
tions (26 CFR part 1). Section 202 of th&!de that the deduction is phased-out fofpe proposed regulations also provide
Taxpayer Relief Act of 1997 (Public Law!@xpayers with modified adjusted grosgpat |oans that are not issued or guaran-
105-34 (111 Stat. 778) (TRA 97)) addedncome between $40,000 and $55,00Q¢( a5 part of a federal postsecondary ed-
section 221 of the Internal Revenue Cod&60,000 and $75,000 for taxpayers filing,cation loan program nonetheless may be
to allow a deduction from gross incomé? joint return) for the taxable year. Fogyalified education loans.
for certain interest paid on qualified edufaxable years beginning after 2002, these The proposed regulations provide that
cation loans. On November 17, 1997, thamounts will be adjusted for inflation.  \hether or not qualified higher education
IRS published Notice 97—60 (1997-46 No deduction under section 221 is alaxpenses are paid within a reasonable pe-
I.R.B. 8) to provide guidance on thelowed in a taxable year to an individuatiod of time before or after the indebted-
higher education tax incentives enacte®ho is properly claimed as a dependerfess is incurred depends on all the facts
by TRA 97, including the deduction foron another taxpayer's federal income taynd circumstances. However, the pro-
interest paid on qualified education loang€turn for the taxable year. In addition, gosed regulations provide two safe har-
Section 6004(b) of the Internal Revenu&axpayer who is married as of the end of Bors. The first safe harbor treats any edu-
Service Restructuring and Reform Act otaxable year is allowed a deduction undefation loan that is issued as part of a
1998 (Public Law 105-206 (112 Statsection 221 only if the taxpayer and theederal postsecondary education loan pro-
685)) (RRA 98) and section 4003(a) ofaxpayer’s spouse file a joint return forgram as meeting the reasonable period re-
the Omnibus Consolidated and Emerthe taxable year. quirement. The second safe harbor treats
gency Supplemental Appropriations Act, Consistent with section 221(e)(1), theyualified higher education expenses as
1999 (Public Law 105-277 (112 Statproposed regulations definecaalified paid or incurred within a reasonable pe-
2681)) (Omnibus Act 99) made technicagducation loarto mean any indebtednessiod of time before or after the indebted-
amendments to section 221. TRA 97 alsimcurred by the taxpayer solely to payness is incurred if the expenses relate to a
added section 60508S to the Internal Rewualified higher education expenses oparticular academic period and the pro-
enue Code, which requires the filing obehalf of a student enrolled at least halfeeeds of the loan are disbursed within a
information returns by certain persongime in a program leading to a degreeperiod that begins 60 days prior to the
who receive payments of interest that magertificate, or other recognized educastart of that academic period and ends 60
be deductible as interest on a qualified edional credential. The student must be théays after the end of that academic pe-

Background
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riod. The proposed regulations do not reguest, devise or inheritance within thehe 60-month period remaining after De-
quire actual tracing of loan proceeds tmmeaning of section 102(a)). cember 31, 1997.
the payment of qualified higher education The qualified education loan interest General tax principles apply in deter-
expenses. deduction generally is available only formining what is deductible interest for pur-

The proposed regulations defineelR interest payments made during the first 6foses of section 221. However, to assist
gible educational institutiomy reference months in which interest payments are r¢axpayers, the proposed regulations
to section 25A to mean any college, uniguired on the qualified education loanspecifically provide that loan origination
versity, vocational school, or other postThe proposed regulations provide that thiees and capitalized interest dangerest
secondary educational institution that i$0-month period commences with thend are deductible under section 221 as
described in section 481 of the Higher Edmonth in which a loan first enters mandathe stated principal amount of the quali-
ucation Act of 1965 (20 U.S.C. 1088) asory repayment status and continues tfied education loan is repaid.
in effect on August 5, 1997, and certifieck|apse regardless of whether payments are ,
by the U.S. Department of Education t@yctually made, unless the repayment p&roposed Effective Date
be eligible to.p_artlmpate in a student aigijod is suspended for a period of defer- 1page requlations are proposed to be
program administered by that departmenfnent or forbearance. The 60-month Pestrective for interest paid after the date
This category includes generally all actiog may expire at different times for : > P ;
credited public, nonprofit, and proprietarygifferent loans of the same borrower they are published in thigederal Regis-

' ter as final regulations. Taxpayers may

p(_)stsecc_)ndary institutions. Consistent The date on which a qualified educazcyy on these brobosed reaulations for
with section 221(€)(2), the proposed regujon |oan enters repayment status is dEteéUi):jance endFi)n pthe issugnce of final
Iatlon§ provide that, for Phoses of tMenined by reference to the loan agreemept ulationsp If agd to the extent, future
qualified education loan interest deducy; e federal regulations governing th%]u?dance is more restrictive than the guid-
tion, eI|g|bI§ educatlonal institutions alsoapplicable federal postsecondary educd: s in th d at % o
include institutions that conduct an intern; nce In these proposed regulations, the tu

: . . ion loan program. ; . ) .
ship or residency program leading to a de- o 1 o0ced requiations provide that ture guidance will be applied without

i et fetroactive effect.
gree or c_:ertmcate awarded by an NSttUGe quction is allowed for a payment of in-
tion of higher education, a hospital, or

- Terest that was required to be made in orgpecial Analyses
health_cgre facility that offers postgradu—momh but that actually is made in a subse-
ate training.

o O . quent month prior to the expiration of the 't has been determined that this notice
Qualified higher education expenseg " . period. A deduction is not al-°f Proposed rulemaking is not a signifi-
are generally the same as the cost of attefi- "~ payment of interest that wa&@nt regulatory action as defined in EO

dance as determined by the eligible eduréquired to be made in one month but tha2866. Therefore, a regulatory assess-

cational institution for purposes of calcu- ) . ent is not required. It also has been de-
lating a student's financial need, inactually is made in a subsequent montf

P ) . ~termined that section 553(b) of the Ad-
accordance with section 472 of the Highe‘?fter the expiration of the 60-month penOd'g]inistrative Procedure Act (5 U.S.C.

: The proposed regulations provide that

: ualified education loan and all refinanc-
as in effect on August 4, 1997. Such e>8n s of that loan are treated as a singfiens. and, because the regulations do not
penses generally include tuition, fees9 9

_ an for purposes of calculating the golmpPose a collection of information on
;%(Z:ngégg@rdéxt:)oeonk:e'seq::ﬂ?e;;'tzriggs%tgiﬁ‘;‘?mh peF;iO(IJID. I small entities, the Regulatory Flexibility
tion. However, for purposes of calculat- COnsistent with section 221(d), a

Act (5 U.S.C. chapter 6) does not apply.
, . ; , mended by RRA ‘98, the proposed reglJ?ursuant to sectlon.7805(_f) of the Internal
Itﬂg guma(l)hl?r(]atdo?lgl:\;: ggsgr?;lgg riﬁzfrl;see?a@_tions provide special rules for calculatR€venue Code, this notice of proposed
duced by educational assistance that tffd the 60-month period for consolidatedUlemaking will be submitted to the Chief
student receives and excludes from grod@ans or collapsed loans. These rules gef® unsel for Advocacy of the Small Busi-
income under section 117 (qualifiecerally mirror the guidance contained in"®5% Adm|n|st7|akt)|on_ for comment on its
Sch0|arships), section 127 (empk)yer-prd}lotice 98-7 and prOVide that the 60-m0ntanaCt on smalf business.
vided educational assistance), section 13¥iod begins on the most recent date QRomments and Requests for a Public
(redemption of U.S. savings bonds), anhich any of the underlying loans entered, o5 jng

section 530 (distributions from educatiorfépayment status. See Conf. Rep. No.
IRAs). In addition, such expenses mus?99, 105th Cong., 2d Sess., at 339 (1998). Before these proposed regulations are

be reduced by a veterans’ or member of If a qualified education loan entered readopted as final regulations, considera-
the armed forces’ educational assistandggayment status prior to January 1, 1998on will be given to any comments that
allowance under chapter 30, 31, 32, 34 dthe effective date of section 221), the taxare submitted timely to the IRS. The IRS
35 of title 38 United States Code, or undepayer is not entitled to deduct any interestnd Treasury Department request com-
chapter 1606 of title 10, United Statepaid during that portion of the 60-monthments on the clarity of the proposed rules
Code, and any other educational assigeriod occurring prior to January 1, 1998and on how they can be made easier to
tance that is excludable from the student’A deduction is allowed only for interestunderstand. All comments will be avail-
gross income (other than as a gift, bedue and paid during that portion, if any, oble for public inspection and copying.
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A public hearing will be scheduled inparagraph (e) of this section for rules rejusted gross incorre(1) In general. The
the Internal Revenue Building, 1111 Confating to the 60-month rule. deduction allowed under section 221 is
stitution Avenue, NW, Washington, DC. (b) Eligibility—(1) Taxpayer must be phased out ratably for taxpayers with
The IRS recognizes that persons outsidegally obligated to make interest pay-modified adjusted gross income between
the Washington, DC, area may also wisments. A taxpayer is allowed a deduction$40,000 and $55,000 ($60,000 and
to testify at the public hearing throughunder section 221 only if the taxpayer i$75,000 for married individuals who file
videoconferencing. Requests to includéegally obligated to make interest paya joint return). Taxpayers with modified
videoconferencing sites must be receivedhents under the terms of the qualified edadjusted gross income of $55,000 or
by March 22, 1999. If the IRS receivesication loan. above (or $75,000 or above for joint fil-
sufficient indications of interest to war- (2) Claimed dependents not eligible ers) are not allowed a deduction under
rant videoconferencing to a particulai(i) In general. An individual is not al- section 221.
city, and if the IRS has videoconferencingowed a deduction under section 221 for a (2) Modified adjusted gross income de-
facilities available in that city on the dateaxable year if the individual is a depenfined. The termmodified adjusted gross
the public hearing is to be scheduled, théent (as defined in section 152) for whonmcomemeans the adjusted gross income
IRS will try to accommodate the requestsa deduction under section 151 is claime(hs defined in section 62) of the taxpayer

The IRS will publish the time and dateon another taxpayer’s federal income tafor the taxable year increased by any
of the public hearing and the locations ofeturn for the same taxable year (or, in themount excluded from gross income
any videoconferencing sites in an anease of a fiscal year taxpayer, the taxablender section 911, 931, or 933 (relating to
nouncement in thEederal Register. year beginning in the same calendar yeamcome earned abroad or from certain
as the individual’'s taxable year). U.S. possessions or Puerto Rico). Ad-

(i) Examples. The following exam- justed gross income must be determined
The principal author of these regulaples illustrate the rules of this paragraphinder this section after taking into ac-

tions is John P. Moriarty of the Office o]c(b): cognt the exclusions, dedugtions and Iimi-
the Assistant Chief Counsel (Income TaX Example 1. Student not claimed as dependenttz.itlon.S prowd_ed for t.)y sectmns 86 (social
and Accounting). However, other personstudent A pays $750 of interest on qualified educa>ccuMty and tier 1 railroad retirement ben-
nel from the IRS and Treasury Departtion loans during 1998. Student As parents do ncft?ﬂts_)v 135 (redemption of Q_Ua||f|ed_U-S-
ment participated in their development. claim her as a dependent for 1998. Assuming a8avings bonds), 137 (a_doptlon asssftance
other relevant requirements are met, Student A ma}yrograms)' 219 (deduct|b|e IRA contribu-
x ok x x % deduct the $750 of interest paid in 1998 under Sefl"ons) and 469 (Iimitation on passive ac-

tion 221. L. .
. tivity losses and credits).
Proposed Amendments to the Regulations Ex@mple 2. Student claimed as dependé&i- : -
P 9 dent B pays $750 of interest on qualified education (3) Inflation adjustment. For taxable

Accordingly, 26 CFR part 1 is pro_|oans during 1998. Only Student B is legally obligyears beginning after 2002, the amounts

Drafting Information

. ated to make the payments. Student B's pareiyy paragraph (d)(1) of this section will be

posed to be amended as follows: claims him as a dependent and a deduction “ndﬁ‘ﬁcreased for inflation occurring after
section 151 is allowed with respect to Student B i . . .

PART 1—INCOME TAXES computing the parent's 1998 federal income taxr_iOOl in accordance with section 1(f)(3).

P hi Th thority citation f Neither Student B nor Student B's parent mayf @any amount adjusted under this para-
aragraph 1. The authority citalion 10heq, ¢t the $750 of interest paid in 1998 under segraph (d)(3) is not a multiple of $5,000,
part 1 is amended by adding an entry ifon 221. the amount will be rounded to the next

numerical order to read as follows: lowest multiple of $5,000.

Authority: 26 U.S.C. 7805 * * * (3)_ Married taxpayers.If a taxpayer is (e) 60-month rule—(1) General rule.
Section 1.221—1 also issued under 2@arried as of the close of the taxable Yeak Jeduction for interest paid on a quali-
U.S.C. 221(d). * * * a deduction under this section is allowe

led education loan is allowed only for

ayments made during the first 60 months
hat interest payments are required on the
loan. The 60-month period begins on the

Par. 2. Section 1.221-1 is added und@nly if the taxpayer and the taxpayer's
the undesignated centerheading “Addispouse file a joint return for that taxabl
tional Itemized Deductions For Individu-year.

als” to read as follows: () Maximum deduction.In any tax- -0y o qualified education loan first en-

. _ able year, the amount allowed as a dedug- d ends 60 months
§1.221-1 Deduction for interest on tion under section 221 may not exceed tr\grs repayment status and ends
qualified education loans. amount determined in accordance witiec Uniess the period is suspended for

periods of deferment or forbearance

the following table: within the meaning of paragraph (e)(3) of

(a) In general. An individual taxpayer

is allowed a deduction under section 221 Taxable year Maximum this section. The 60-month period contin-
from gross income for certain interest beginning in: Deduction ues to elapse regardless of whether the re-
paid during the taxable year on a qualified 1ggg $1,000 guired interest payments are actually
education loan. The deduction is allowed 1ggg $1,500 made. The date on which the qualified
only with respect to interest paid on a 500 $2,000 education loan first enters repayment sta-
qualified education loan during the first 5001 and thereafter $2,500 tus is determined under the terms of the
60 months that interest payments are re- loan agreement or, in the case of a loan is-

quired under the terms of the loan. See (d) Limitation based on modified ad-sued or guaranteed under a federal post-
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secondary education loan program, undgrior to the expiration of the 60-month pefor deferment of the loan payments due while D is
applicable federal regulations. For speriod. A deduction is not allowed for a&nrolled in graduate school. The deferment is
cial rules relating to loan refinancingspayment of interest that was required tgraned effective January 1, 2001. In March, 2001,
. . ‘While the loan is in deferment, D pays the interest
consolidated loans, and collapsed loanbe made in one month but that actually igye for the months of November and December,
see paragraph (h)(1) of this section. made in a subsequent month after the exe00. Assuming all other relevant requirements are
(2) Loans that entered repayment statupiration of the 60-month period. met, D is allowed a deduction for interest paid in
prior to January 1, 1998.In the case of  (5) Examples.The following examples zﬂe?;%hérzggtéogézzu’::r&h; |(r)1fte’\r|g;/te?ab;r:1::ti Sv:e
any qualified educa_t|on loan that enteredlustrate the rules of this paragr_aph_ (e_). Irr}q ade p‘ai d prior to the expiration of the 60-month
repayment status prior to January 1, 199&e examples, assume that the institution §Rriod, even though the November and December
no deduction is allowed under section 22&n eligible educational institution, the loannterest payments were late and were made while the
for interest paid during the portion of thes a qualified education loan, and the stuoan was in deferment.
60-month period described in paragraptent is legally obligated to make interest Example 5. 60-month periodrhe facts are the
(€)(1) of this section that occurred prior tpayments under the terms of the loan: ~ Some aExample 4except that Student D graduates

ded ) ) I d from graduate school in December, 2004 and is re-
January 1, 1998. A deduction is allowe Example 1. Payment prior to 60-month periogdUired to begin making monthly payments of inter-

Only, for ,mtereSt due and paid du”ng tha&tudent C obtains a loan to attend College V. THgSt on the loan in June, 2005. As of January, 2001,
portion, if any, of the 60-month pe”Od I'€+erms of the loan provide that interest accrues on tll()éhen the loan entergd deferment status, 12 months
maining after December 31, 1997. loan while C earns his undergraduate degree but 1% the 60-month period had elapsed (January-De-

(3) Periods of deferment or forbear-C is not required to begin making payments of inter(-:ember’ 2000). As of June, 2005, when the loan re-

ance. The 60-month period described irest until six full calendar months after he graduateg.nters repayment status, there are 48 months remain-

: . in the 60-month period for that loan.
. . - Nevertheless, C voluntarily pays interest on the loalf?9 " :
paragraph (e)(1) of this section is SUS e attending College V. C is not allowed a de- Example 6. 60-month periodhe terms of Stu-

pended for any period when interest paysction for interest paid while attending College Vden_t E's q‘ualified education loan rgquire him to
ments are not required on a qualified edwecause the payments were made during a mo lgﬁgln making monthly payments of interest on the

cation loan because the borrower has beerior to the start of the 60-month period. qg’:%g:j 'i\'novzr:;bf; %]9(9:;.(1; thﬁgn;g;tignpggofng em
granted deferment or forbearance (includ- Example 2. Deferment option not exercisgtie e ;

: . e facts are the same Esample 1except that Student November, 1999. In Jangary, 2090’ E enroll§ n
ing postponement in anticipation of cans - ves no payments on the loan while C is o draduate school on a half-time basis. As permitted
cellation). However, in the case of a qualy)eq at College V. C graduates in June, 1999 ang {inder the terms of the loan, E applies for deferment

I . : .
ified education loan that is not issued Ofequired to begin making monthly payments of prin—c)? the loan payments due while E is enrolled in grad-

guaranteed under a federal postsecondaripal and interest on the loan in January, 2000. T ueatrﬁ thh(I)Or:H \:V:;'Ii ﬁ_warltlng fc:rfmfld nfotrlilncant;o:

education loan program, the 60-month p&-month period described in paragraph (e)(1) {gen grzn(teed eE p:ys Iisnt:?eifsdugforetﬁe nsontha(?f
: - : this section begins in January, 2000. In Augus ! - o

riod will be suspended under this para; . "~ January, 2000. In February, 2000, E receives notifi-
i isfie000: C enrolls in graduate school on a fu“_Umecation from the lender that deferment has been
graph (e)(3) Onl_y_ if the borrower satisfies,asis under the terms of the loan, C may apply fof’ \ " 3 1 2000, A ing all
one of the conditions for deferment or forgeferment of the loan payments while C is enrollegrﬁnte , effective as anuar)I/E i+ allowed ss;n;mg_a

bearance established by the U.S. Depafb s scoo. HowevrC s ot 0 apy S041enens e et £ e e
ment of Education for federal student loafp" deferment and continues to make monthly pays.., notifiF():ation even t)rlm,ough {hF:e deferment w;)s
programs under Title IV of the Higher Ed-Mens N the loan during graduate school. ASSUNL, o 4 retroactive to January 1, 2000. As of Febru-

. f 1965 such as half-tim ing all other relevant requirements are met, C ma%ry 2000, there are 57 months remaining in the 60-
ucation Act o » Su . _ededuct interest paid on the loan during the (SO—montmO’nth e’riod for that loan
study at a postsecondary educational ifyeriod beginning in January, 2000, including interest Exarﬁ:ple . Reductioﬁ of 60-month period for
stitution, study in an qpproved graduate;md Vzhlle C v(\‘/afs enrolled in graduate school, but i1 January 1, 199ahe first payment
fellowship program or in an approved reelected not to defer payment. on a qualified education loan is due on January 1
habilitation program for the disabled, in- Example 3. Late payment, within 60-month pe; g7 “rpqreafier, interest is required to be paid ona

bili find full-ti | riod. The facts are the same Bsample 2except monthly basis 'Iihe 60-month period for this loan
ani |t_y to fin u -ime employment, €CO- . after the loan enters repayment status in Jarkyé insyon January 1. 1997 Ho[\jvever no deduction
nomic hardship, or the performance ofry, 2000, Student C makes no interest payments > ary &, -997 ' .

. . . . : . iS allowed for interest paid by the borrower prior to
services in certain occupations or federaintil March, 2000. In March, 2000, C pays interest. \iary 1, 1998, the effective date of section 221
programs. The 60-month period is no[equweg tl\?l ber?alzdogz)r th; months of”Jatnhuary, I':ebr%zssuming all other relevant requirements are met,
suspended if, under the terms of th@&W: and March, - Assuming all other relevank,o 1, o\er may deduct interest due and paid on
loan requirements are met, C is allowed a deduction f%e loan during the 48 months beginning on January

— the interest paid in March for the months of Januar)i L :

i) Interest continues to accrue whil ) , 1998 (unless such period is extended for periods
() .. SFebruary, gnd March because the interest paymerbtisdeferment or forbearance under paragraph (e)(3)
the loan is in deferment or forbearanceyere required under the terms of the loan and W tis section)
and paid within the 60-month period, even though the '
(i) The taxpayer has the option of pay~2nuary and February interest payments may be late. () - pefinjtions—(1) Eligible educa-
ing the interest currently or requesting = 2mPie 4. Late payment dufing deferment but - inssiv tion. In general, an eligible
Ing y a g\/ithin 60- month period.The terms of Student D’s ) 9 ’ g

that the interest be capitalized, and thgajified education loan require her to begin making@ducational institution means any college,
taxpayer elects to make current interestonthly payments of interest on the loan in Januaryniversity, vocational school or other
payments. 2000. The 60-month period described in paragraphost-secondary educational institution

(4) Late paymentsA deduction is al- f(Zi)élZoorfngll'i tsheeci'g:uﬁgg'?nsté:e;ta;:;;]yénztgag; thfi?hat is described in section 481 of the
Iowgd for a payment. of interest that wa onths of November and December, 2000. In Jalr]E_Ilgher Edgcatlon Act of 1965 (20 U.S.C.
required to be made in one month but thaty, 2001, D enrolis in graduate school on a haif:088), as in effect on August 5, 1997, and

actually is made in a subsequent montiine basis. Under the terms of the loan, D is eligiblés certified by the U.S. Department of Ed-
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ucation to be eligible to participate in stuindebtedness incurred by a taxpayeples illustrate the rules in this paragraph
dent aid programs administered by theolely to pay qualified higher education(f):

Department, as _d_escribed in sectiopxpenses that are— Example 1. Eligible educational institution
25A(f)(2). In adq|t[on, for purposes of_ (A) Incurred on behalf of a student whoUmVersity Z is & postsecondary educational institu-
this section, an eligible educational instiis the taxpayer, the taxpayer’s spouse, Ofijgn described in section 481 of the Higher Educa-
tution also includes an institution thatdependent (as defined in section 151) aibn Act of 1965. University Z has completed the
conducts an internship or residency prothe taxpayer at the time the indebtednesscessary paperwork and has been certified by the

gram Ieading to a degree or certificatgs incurred; U.S. Department of Education as eligible to partici-

war n institution h ital. or . . . _pate in federal financial aid programs administered
awarded by a stitution, a hospital, or a (B) Paid or incurred within a reason by the Department, although University Z chooses

health_c_are facility that offers postgraduable period Qf t_ime before or a:fFer th? iNfot to participate. University Z is an eligible educa-
ate training. debtedness is incurred. Qualified highefonal institution.

(2) Qualified higher education ex- education expenses that are paid with the Example 2. Qualified education loagtudent F
penses—()) In general. Qualified higher proceeds of education loans that are pdtrows money from a commercial bank to pay

Ciuaton expencosean ne Coot O . s poscacondary s e 10 S s el o
tendance (as defined in section 472 of “}ﬁogram are deemed to meet this requirgzam at an eligible educational institution. Al the

Higher Education Act of 1965, 20 U.S.Cment. For other loans, except as providaean proceeds are used to pay qualified higher edu-
1087Il, as in effect on August 4, 1997), af, paragraph (f)(3)(ii) of this section, cation expenses incurred within a reasonable period
an eligible educational institution, reduceqynhat constitutes a reasonable period ¢f time after the indebtedness is incurred. The loan
by the amounts described in paragrapmne is determined based on all the relei§ not federally guaranteed: The commergial bank is
(f)(2)(ii) of this section. Consistent with vant facts and circumstances: and not related to Student F within the meaning of sec-

: . . ) ; ) tion 267(b) or 707(b)(1). The fact that Student F's
section 472 of the Higher Education Act of (C) Attributable to education providedioan is not federally issued or guaranteed does not

1965, 20 U-S-C-. 1087ll, the C_Os't of atten('jurin(:,] an academic period, as describagevent the loan from being a qualified education

dance is determined by the eligible educgy section 25A and the regulations thergoan within the meaning of section 221.

tional institution and includes tuition and . - _ Example 3. Qualified higher education expenses.

' eUStudent G receives a $3,000 qualified scholarship for

: the 1999 Fall semester, that is excludable from F's

h m mic workl nals .. ’

r € sa fe acade (zi bo doadaa alqumng that the student be a degregross income under section 117. Student G receives

owance for room an _oar » and an _aéandidate carrying at least one-half theo other forms of financial assistance with respect to

|0W3-nC_39 for books, supplies, tranSportat|0Horma| full-time workload). the 1999 Fall semester. Student G’s cost of atten-

and miscellaneous expenses of the student.(“) Reasonable period safe harbdior dance for the Fall semester, as determined by Student

(i) Reductions. Qualified higher edu- . . G’'s eligible educational institution for purposes of
cation expenses must be reduced by aH yrposes of paragraph (f(3)((B) of this

) lified hiah q ) calculating a student’s financial need in accordance
K ction, qualifie Igher education eXyj i i i i

amount paid to or on behalf of a studen q g with section 472 of the Higher Education Act, is

with respect to such expenses that is—

penses are treated as paid or incurred6,000. For the 1999 Fall semester, Student G has
(A) A qualified scholarship that is ex- "/hin & reasonable period of time beforéf SFEC P #eaicd Bomress o 2 S Coo

cludable from income under section 117;Or after the indebtedness '.S incurred if th%le,oom reduced by the qualified s)éholarship pro-
(B) Aveterans’ or member of the armedXPenses relate to a particular academ

forces’ educational assistance allowand®

Geds excludable from gross income ($3,000)).

eriod and the loan proceeds are dis- Example 4. Qualified education loastudent H
under chapter 30, 31, 32, 34 or 35 of titlgursed within a period that begins 60 daysgns a promissory note for a loan on August 15,
PO &rior to the start of that academic period99i. tolggxé fgrthuah(f;ezdogggh;r education etxpensgs
r the all an ring semesters. On
1606 of title 10, United States Code; and ?nds .60 days after the end of that aCfA%gust 20, 1999, loan proceedr; ar% disbursed by the
(C) Employer-provided educational asd€mic period. lender to Student H’s college and credited to H's ac-
sistance that is excludable from income (i) Related party. A loan made by @ count to pay qualified higher education expenses for
under section 127: person who is related to the borrowerthe 1999 Fall semester, that begins on August 23,
(D) Any other educational assistancé"ithin the meaning of section 267(b) 0rfl999. On January 25, 2000, additional loan pro-

. . 07(b)(1), is not a qualified educationceeds are disbursed by the lender to Student H's col-
that is excludable from gross income/07(0)(1) q lege and credited to H's account to pay qualified

(other than as a gift, bequest, devise, #pan. For example, a parent or grandpaf;g e, education expenses for the 2000 Spring se-
inheritance within the meaning of sectiorgnt of the borrower is a related person. IRester, that began on January 10, 2000. Student H's
102(a)); addition, a loan made under any qualifiedualified higher education expenses for the two se-

(E) Any amount excluded from grossempmyer plan as defined in sectionnesters are paid within a reasonable period of time,

. . . 2 4) or under anv contract referred t8s the first loan disbursement was made within 60
Income u_nder SeCtlc_m 135 (relatmg t(_) thé (p)(t) 72 5) i y t lified ed days prior to the start of the Fall 1999 semester and
redemption of United States saving# section 72(p)(5) is not a qualified e Uthe second loan disbursement was made during the

bonds); or cation loan. Spring 2000 semester.

(F) Any amount distributed from an ed- (iv) Not federally issued or guaranteed. Example 5. Mixed-use loanstudent | signs a
ucation individual retirement account deA loan does not have to be issued or guapromissory note for a loan which is secured by I's
scribed in section 530 and excluded fromanteed under a federal postsecondary ediffsonal residence. Part of the loan proceeds will be

. . i used to pay for certain improvements to I's resi-
gross mcom_e_' . . cat!on loan program to be a qualified edu&ence and part of the loan proceeds will be used to

(3) Qualified education loan-(i) In  cation loan. pay qualified higher education expenses of I's

general. Qualified education loan means (4) Examples. The following exam- spouse. Because the loan is not incurred by | solely

38 United States Code, or under chapt
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to pay qualified higher education expenses, the loamate payments between interest and pri(FiIed by the Office of the Federal Register on Janu-
is not a qualified education loan. cipal. In genera| under these rules. a pa ry 20, 1999, 8:45 a.m., and published in the issue of
' - . e Federal Register for January 21, 1999, 64 F.R.

(g) Denial of double benefitNo de- metnt (regardlesst off .'t? IabteP Itsh treatte t257)
duction is allowed under this section f0|fIrs as a payment of interest to the exten

any amount for which a deduction is a1 0f the interest that has accrued and re-

lowed under another provision of Chaptemams unpaid as of the date the Iannn'eml-\?otice of Proposed Rulemaking
1 of the Internal Revenue Code. due, second as a payment of any loan

(h) Special rules—(1) 60-month limita- origination fees or capitalized interestpisclosure of Return Information
tion—(i) Refinancing.A qualified educa- until such amounts have been reduced g the Byreau of the Census

tion loan and all refinancings of that loarfro and third as a payme_nt of principal.
are treated as a single loan for purposes of(3) Examples.The following examples REG-121806-97

calculating the 60-month period describedflUstrate the rules of this paragraph ():

in paragraph (e)(1) of this section. Example 1. RefinancingStudent J obtains a AGENCY: Internal Revenue Service
(if) Consolidated loans.A consoli- qualified education loan to pay for an undergraduatiRS), Treasury.

dated loan is a single loan that refinancgiggree at an eligible educational institution. After

more than one qualified education loan quaduation, Student J is required to make monthiACTION: Notice of proposed rulemak-

. interest payments on the loan beginning in Januam
ross-referen mporary regu-
a borrower. For consolidated loans, thgyy student 3 makes the required interest paj.d by cross-reference to temporary regu

60-month period described in paragraphents for 15 months. In April 2001, Student J borilations'
(e)(2) of this section begins on the mosbws money from another lender to be used exclu- :
recent date on which any of the underlysively to repay the first qualified education Ioan.SUMMARY: m_ T.D. 8811, on page :.LQ,

ing loans entered repayment status and ifhe new loan requires interest payments to start inthe IRS is issuing temporary regulations

. . mediately. At the time Student J is required to makgelating to additions to, and deletions
C|Udes_any SUbseq.ue.nt month in which thﬁterest payments on the new loan there are foryym the list of items of information dis-
consolidated loan is in repayment status five months remaining of the original 60-month pe- '

i) Collapsed loansA collapsed loan riod referred to in paragraph (e)(1) of this section. plosed to the B ureau of the Census for use
p p

is two or more qualified education loans Example 2. Collapsed loan3o finance his edu- in certain statistical programs. The text of

of a single borrower that are treated as cgtion, Student K obtains four separate qualified edhose temporary regulations also serves as

. e . ucation loans from Lender B. The loans enter repayhe text of these proposed requlations.
single qualified education loan for l0aNyen status on different dates. After all of Student Prop 9

servicing purposes and are not separatekys loans have entered repayment status, Lender BATES: Written and electronic com-

accounted for by the lender or SerVIC-egfr?ggstostﬁzgtrP((:thitoﬁgv;?nug: tlﬁ:nt?av:get;el_t;r;zmems and requests for a public hearing
gg;géc;l(ljaﬁfei:gapai tEe(;(zir)ng?ttngesrg)& treats the loans as a single loan for Ioan’servicir@uSt be received by February 24, 1999.
. . p grap purposes; Lender C sends Student K a single state- ) L. .
tlor_1 begins on the mos_t recent date Of\ent that shows the total principal and interest, asdDDRESSES:  Send submissions to:
which any of the underlying loans enteredoes not keep separate records with respect to ed¥C:DOM:CORP:R (REG-121806-97),
repayment status and includes any subsean. The 60-month period described in paragrapfpom 5226, Internal Revenue Service,

quent month in which any of the underly{€)(1) of this section begins on the most recent dajgng 7604, Ben Franklin Station, Wash-

. L. on which any of Student K’s four loans entered re- .
ing loans is in repayment status. payment status. ington, DC 20044. Submissions may be

(2) Loan origination fees and capital-  Example 3. Capitalized interesterest on Stu- hand delivered Monday through Friday
ized interest(i) In general. Loan origi- dent L's qualified education loan accrues while Stubetween the hours of 8 a.m. and 5 p.m. to:
nation fees (other than any fees for segent Lis in school, but Student L is not required tqcC:DOM:CORP:R (REG-121806-97),

vices) and capitalized interest are intere§ake any payments on the loan until six month ier’ -
) P giter he graduates. At that time, all accrued but un%':-,ourler s Desk, Internal Revenue Ser

a”q are d.edL.ICth|§ under thIS' section. . paid interest is capitalized by the lender and is add&dCe, 1111 Constitution Avenue, NW,

(ii) Capitalized interest defined. Capi-to the outstanding principal amount of the loanWashington, DC. Alternatively, taxpayers
talized interestmeans any accrued andrhereafter, Student L is required to make monthlynay submit comments electronically via
unpaid interest on a qualified educatiomayments of interest and principal on the loan. Fo[rrc]e Internet by Selecting the “Tax Regs”

loan that is capitalized by the lender (ifPurroses of section 221, interest includes both stated . )
P y ( interest and capitalized interest. Therefore, in detegptlon on the IRS Home Pagev or by sub

accordance with the termS_Of the_ Io_an:jr:ining the total amount of interest paid on the qualimitting comments directly to the IRS In-
and added to the outstanding principaled education loan during the 60-month period deternet site at: http:/www.irs.ustreas.gov/
balance of the qualified education loan. scribed in paragraph (e)(1) of this section, Student brod/tax_regs/comments.html.
(iii) Allocation of payments.Loan may deduct any principal payments that are treated -

origination fees and capitalized interes S)(a";‘yf;‘g?‘s of tc_ap"a"zec‘ interest under paragrap\OR FURTHER INFORMATION CON-

. (o) IS section. . .
are deemed to be paid by the taxpayer TACT: Jamie Bernstein, (202) 622-4570
when principal is repaid on the qualified (i) Effective date.This section applies (not a toll-free number).

education loan. Accordingly, the taxpayeto interest due and paid after Decemb

may deduct the portion of a stated princi31, 1997, on a qualified education loan.
pal payment that is treated as the payment

SUPPLEMENTARY INFORMATION:

s Dy Background
of any loan origination fees or capitalized Robert E. Wenzel,
interest on the loan. See §81.446-2(e) Deputy Commissioner of  Under section 6103(j)(1) of the Inter-
and 1.1275-2(a) for rules on how to allo- Internal Revenue. nal Revenue Code, upon written request
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from the Secretary of Commerce, theo the IRS. The IRS and Treasury Depart- (6)(i) ** *

Secretary is to furnish to the Bureau ofment specifically request comments on (A) [The text of this proposed para-
the Census (“Bureau”) tax return infor-the clarity of the proposed regulation andraph (b)(6)(i)(A) is the same as the text
mation that is prescribed by Treasury regiow they can be made easier to undeof §301.6103(j)(1)-T(b)(6)(i)(A) pub-
ulations for the purpose of structuringstand. All comments will be available forlished in T.D. 8811.]

censuses and national economic accourpsiblic inspection and copying. A public
and conducting related statistical activihearing may be scheduled if requested in
ties. Section 301.6103(j)(1)-1 of the regwriting by a person that timely submits (jjij) [The text of this proposed para-
ulations provides an itemized descriptiocomments. If a public hearing is schedgraph (b)(6)(iii) is the same as the text of
of the return information authorized to beuled, notice of the date, time, and placg301.6103(j)(1)-1T(b)(6)(iii) published
disclosed for this purpose. Periodicallyfor the hearing will be published in thej, Tp. 8811]

the disclosure regulations are amended feederal Register.

reflect the changing needs of the Burea

for data for its statutorily authorized Sta_Braftmg Information

* Kk * *x %

* Kk * *x %

istical activiti o Robert E. Wenzel,

This document contains proposedions is Douglas Giblen, Office of the As- of the Internal Revenue.
amendments to the regulations authorizgciate Chief Counsel (International)(for-
ing Internal Revenue Service personnel therly of the Office of Assistant Chief (Filed by the Office of the Federal Register on Janu-
disclose additional items of return infor-counsel (Disclosure Litigation)). How- ary 22, 1999, 8:45 a.m., and published in the issue of
mation that have been requested by ﬂ'@/er, other personnel from the IRS an e Federal Register for January 25, 1999, 64 F.R.
Secretary of Commerce, and to delete cefreasury Department participated in their 0>
tain items of return information that aregevelopment.
enumerated in the regulations but that the . .
Secretary of Commerce has indicated are oEoE oo Notice of Proposed Rulemaking

and Notice of Public Hearin
no longer needed. Proposed Amendments to the Regulations d

The text of the temporary regulations .
Mark-to-Market Accounting for
also serves as the text of these proposedaccordingly, 26 CFR Part 301 is Pro-Dealers in Commodities ar?d

regulations. The preamble to the tempgyosed to be amended as follows: ) -
rary regulations explains the regulations. Traders in Securities or
PART 301—PROCEDURE AND Commodities

Special Analyses ADMINISTRATION

REG-104924-98

It has been determined that this notice paragraph 1. The authority citation for
of proposed rulemaking is not a signifi-part 301 is amended by adding an entry fGENCY: Internal Revenue Service
cant regulatory action as defined in EQyumerical order to read as follows: (IRS), Treasury.
12866. Therefore, a regulatory assess- Authority: 26 U.S.C. 7805 * * * ]
ment is not required. It also has been de- Section 301.6103(j)(1)-1 also issued\CﬂON: Not|ce of proposgd rulemak-
termined that section 553(b) of the Ad-under 26 U.S.C. 6103(j)(1):* * * ing and notice of public hearing.
ministrative Procedure Act (5 U.S.C. Par. 2. Section 301.6103(j)(1)-1 iSSUMMARY' This document contains
chapter 5) does not apply to these regulamended by: roposed ré ulations for dealers in com-
tions, and because the regulations do not1. Revising paragraphs (b)(3) an%ogities andgtraders in securities or com-
impose a collection of information on(b)(6)()(A). modities regarding the election to use the
small entities, the Regulatory Flexibility 2. Adding paragraph (b)(6)(iii). mark-to-market method of accounting for
Act (5 U.S.C. chapter 6) does not apply. The revisions and addition read as fol

. their businesses. Section 1001(b) of the
Pursuant to section 7805(f) of the Interndbws: Taxpayer Relief Act of 1997 ame(nged the
Revenue Code, this notice of proposed

rulemaking will be submitted to the ChiefS301.6103()(1)-1 Disclosure of return  applicable tax law for these taxpayers.
Counsel for Advocacy of the Small Busiinformation to officers and employees of This document also contains proposed
ness Administration for comment on itdhe Department of Commerce for certain regulations providing guidance on statu-
statistical purposes and related activities 0Ty changes to section 475 contained in

the Internal Revenue Service Restructur-

Comments and Requests for a Public rener ing and Reform Act of 1998 (IRS Re-
Hearing (b) *** structuring Act). This guidance is neces-

(3) [The text of this proposed araSary because section 7003 of the IRS
Before these proposed regulations are brop P I?estructuring Act generally prohibited the

adopted as final regulations, consider Jraph (b)(3) is the same as the text 0a lication of mark-to-market accountin
1dopte . 9 » con 301.6103()(1)-1T (b)(3) published in2PP 9
tion will be given to any electronic and

D. 8811 to nonfinancial customer paper. Among
written comments (a signed original anJ‘ ' ' other things, the proposed regulations

eight (8) copies) that are submitted timely Fokok kK provide guidance to taxpayers who are

impact on small business.
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using mark-to-market accounting for nonDC 20224. Comments concerning the For purposes of section 475, a security
financial customer paper. This documentollection of information must be receivedncludes any note, bond, debenture, or
also provides notice of a public hearingy March 29, 1999. other evidence of indebtedness. Revenue
on these proposed regulations. The first collection of information in Ruling 97-37 (1997-39 I.R.B. 4), clari-

) ~this proposed regulation is described ified that “other evidence of indebtedness”
DATES: Written comments and outlineshe Explanation of Provisions section ofncludes customer paper, commonly re-
of topics to be discussed at the publigyis document (rather than being includeterred to as trade accounts receivable.
hearing scheduled for June 3, 1999, at 3 e text of the proposed regulations)The IRS provided procedures for a tax-
a.m. must be received by May 13, 1999. 1t description indicates that the elecpayer to change its method of accounting
ADDRESSES: Send submissions téiogs under SbeCtion _473(6)(&) aﬂdd (f)(L¥or customer paper in Revenue Procedure
CC:DOM:CORP:R (REG—104924—98),1?” (2) may be required to be made ongv—-43 (1997-39 LR.B. 12). =
room 5226, Internal Revenue Servicel?'™ (0 be developed by the IRS. This The IRS Restructuring Act modified
POB 7604, Ben Franklin Station, Wash-bumIen will be reflecte_zd on t_hat new_forr_mhe Qefmmon of security for PUrposes of
ington, DC 20044. Submissions may be The second collection of information insection 475 to exclude nonfinancial cus-
hand delivered Monday through FridayiS Proposed regulation is in 881.475(e)tomer paper. For this purpose, nonfinan-
between the hours of 8 a.m. and 5 p.m. td: @nd 1.475(f)-2. The information re-ial customer paper is any receivable aris-
CC:DOM:CORP:R (REG_104924_98),QU|red to be recorded under 881.475(e)-ihg out of the sale of nonfinancial goods
Courier’s Desk, Internal Revenue Serdnd 1.475(f)-2 is required by the IRS tar services by a person the principal activ-
vice, 1111 Constitution Avenue, Nw,determine whether an exemption fromty of which is the selling or providing of
Washington, DC. Alternatively, taxpayergnark- to-market accounting is properlynonfinancial goods or services if the re-
may submit comments electronically vigclaimed. This information will be used toceivable is held by that person (or a related
the Internet by selecting the “Tax Regsmake that determination upon audit operson) at all times since its issuance.
option on the IRS Home Page, or by sugaxpayers’ books and records. The likelsection 475(c)(4), added by the IRS Re-
mitting comments directly to the IRS In-recordkeepers are businesses or other fegructuring Act, precludes a taxpayer from
ternet site at http://www.irs.ustreas.govprofit institutions. using mark-to-market accounting under
prod/tax_regs/comments.html. The pub- Estimated total annual recordkeepingection 475 for nonfinancial customer
lic hearing will be held in room 2615, In-burden: 1,000 hours. paper. In addition, the legislative history
ternal Revenue Building, 1111 Constitu- The estimated annual burden pegf the IRS Restructuring Act indicates that
tion Avenue, NW, Wa.Shington, DC. reCOfdkeeper varies from 15 minutes to %Xpayers may not account for nonfinan-

hours, depending on individual circum-ial customer paper using a mark-to-mar-
FOR FURTHER INFORMATION CON- stances, with an estimated average of gt or lower-of-cost-or-market method of

T'IA‘CT: C%ncerning tg_e_ re%ularions al()jouhour. accounting under other sections of the
ee?;'o”s ) commc:j.t[tlest %aersjanl_ S€- Estimated number of recordkeeperscode. See H.R. Conf. Rep. No. 599,
curities and commodities traders, Jo Lyng ooq 105th Con

g., 2d Sess. 353-54 (1998).

Sliglt(iznzsoibegﬁfr?sg%i?121?523ir::%g':srLGSr_ An agency may not conduct or sponsoigongress, however, authorized the Secre-
and a person is not required to respond tgyry to issue regulations describing situa-

paper, Pamela Lew, 202-622-3950; Cony ¢.o)jection of information unless it dis-tions where taxpayers must use mark-to-

cerning submissions and the hearin : ; : ) )
Michael L. Slaughter, Jr., 202-622—719%'”5 a valid control number assigned byharket accounting for nonfinancial

(not toll-free numbers). he Office of Management and Budget.  cystomer paper in order to prevent taxpay-
~ Books or records relating to a collecers from using the exclusion in section
SUPPLEMENTARY INFORMATION: tion of mfo.rmatlon must be retained a75(c)(4) to avoid marking to market re-
. long as their contents may become mateggivables that are inventory in the hands of
Paperwork Reduction Act ial in the administration of any internaline taxpayer or a related person.
. . . .__revenue law. Generally, tax returns and i i
The collection of information contained Y Section 475(€) and (f), added by section

in this notice of proposed rulemaking haéax return information are confidential, 85001 (b) of the Taxpayer Relief Act of

been submitted to the Office of Manage[equired by 26 U.S.C. 6103. 1997, allows securities traders and com-

ment and Budget for review in accordancgackground modities traders aqd deglgrs to elect mark-
with the Paperwork Reduction Act of to-market accounting similar to that cur-
1995 (44 U.S.C. 3507(d)). Comments on Section 475 provides that dealers imently required for securities dealers.
the collection of information should besecurities generally must use mark-toThese provisions are effective for all tax-
sent to theOffice of Management and market accounting for all securities. Exable years ending after August 5, 1997, the
Budget, Attn: Desk Officer for the De- ceptions from the mark-to-market re-date of enactment of the Taxpayer Relief
partment of Treasury, Office of Informa-quirement are generally provided forAct. The proposed regulations clarify sev-
tion and Regulatory Affairs, Washingtonsecurities not held for sale to customersral issues relating to these elections, in-
DC, 20503, with copies to thieternal and certain securities held as a hedgeluding the identification of securities and
Revenue ServiceAttn: IRS Reports provided that the securities are identifiedommodities as exempt from mark-to-mar-
Clearance Officer, OP:FS:FP, Washingtorgs exempt in a proper and timely manneiket accounting, the character of marked se-
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curities and commaodities, and the time anenact section 475(b)(4). The IRS and thieut selectively to identify other securities

manner for making the elections. Treasury Department welcome commentas exempt from this treatment. Congress
) o on whether, and under what circumaddressed this concern by establishing a
Explanation of Provisions stances, it may be appropriate for a dealéigher burden of proof for electing securi-

in physical commodities to identify com-ties traders to identify securities as not
modity derivatives as held for investmentsubject to section 475 than is applicable to
Sections 1.446-1(c)(2)(iii), 1.471-12, The proposed regulations also provideecurities dealers. The IRS and the Trea-
and 1.475(c)-2(d) of the proposed regulahat, in all cases, if a dealer in commodisury Department share this concern, par-
tions provide that taxpayers may not usties identifies a commodity as exempticularly because it traditionally has been
mark-to-market or lower-of-cost-or-mar-from mark-to-market accounting unde€asier to distinguish investment securities
ket accounting for any nonfinancial cussection 475(b)(2), the identification is in-from dealer securities than to distinguish
tomer paper unless a regulation affirmaeffective unless it is made before the clos@vestment securities from trading securi-
tively provides that the nonfinancialof the day on which the commodity wadies. Accordingly, the proposed regula-
customer paper is to be marked to marketcquired, originated, or entered intotions provide that in no event is the re-
as inventory. Thus, a rule similar to the 30-day identifi-quirement of section 475(f)(1)(B)(i)
The remaining proposed regulationgation rule for certain securities in Hold-satisfied unless the electing trader demon-
pertaining to section 475(c)(4) are crosig 8 of Rev. Rul. 97-39 (1997-39 |.R.BStrates by clear and convincing evidence
references or minor technical changes re), does not apply to commodities dealeréhat a security has no connection to its

Nonfinancial Customer Paper

quired by the addition of §1.475(c)—2(d). . N N trading activities. The IRS and Treasury
Traders in Securities or Commodities  Department request comments on whether
Dealers in Commodities any trader of securities could meet this

The proposed regulations provide th

The proposed regulations generallyhe principles underlying the rules and ad- In addition, the IRS and the Treasury
provide that, except as provided in guidministrative interpretations applicable tODepartment éeek comments on the man-
ance prescribed by the Commissioner, theecurities dealers also apply to electinger in which securities are identified as
rules for mark-to-market accounting fortraders, unless the proposed regulations A6t held in connection with trading activi-
securities dealers apply to commoditiethe Commissioner provides otherwise;,o and, in particular, comments that
dealers that make an election under sethe IRS and the Treasury Department 'f5cus on the administrability of rules in
tion 475(e)(1) (electing commoditiesquest comments on whether there are Cilrﬁis area.
dealers). Comments are requesteclmstances under which a specific rule Because of the fungible nature of cer-
whether there are circumstances whemgpplicable to securities dealers should ng;, securities, the proposed regulations
the specific rules applicable to securitieapply to electing securities traders. provide a special rule for identifying se-
dealers should not be applied to electing The proposed regulations provide ruleg, rities held other than in connection with
commodities dealers. for the identification of investment securip, ¢ electing trader’s trading business

Under the proposed regulations, unlesties as exempt from mark-to-market acyhen the electing trader also trades other
the Commissioner otherwise provides in aounting. The proposed regulations clarsf the same or substantially similar secu-
revenue ruling, revenue procedure, or letfy that a trader in securities who elect§jiies. In this circumstance, the electing
ter ruling, the exemption from mark-to-mark-to-market accounting under sectiofader does not satisfy section 475(f)-
market accounting for assets held for ind75(f)(1) for its trading business (an1)(B)(i) unless the security is held in a
vestment does not apply to a commoditglecting trader) must identify, in accor-separate, nontrading account maintained
derivative held by an electing dealer irdance with section 475(f)(1)(B)(ii), anywith a third party. The IRS and the Trea-
commodities. If the rule described in thesecurity held other than in connectiorsyry Department are considering extend-
preceding sentence applies (and conseith the trading business. If the electingng this special identification rule to all
quently requires a commodity derivativetrader is also a dealer in securities, theecurities, rather than solely to those that
to be marked to market), the gain or lossader need only identify under sectiorgre fungible, and request comments on
is ordinary. The IRS and the Treasury De475(f)(1)(B)(ii) securities that are notthe advisability of doing so.
partment believe that it would be ex-eld in connection with the trading busi- Under the proposed regulations, all
tremely rare for a commodity derivativeness and that are also described in sectigfentifications under section 475(f)(1)-
held by a commodities derivative deale475(b)(1) (without regard to section(B)(ii) must be made on the same day the
to be acquired other than in a dealer c&75(b)(2)). That is, the trader need naglecting trader acquires, originates, or en-
pacity. See 81.475(c)-1(a)(2). Moreoveidentify securities that could not properlyters into the security. Thus, a rule similar
the IRS and the Treasury Department bde identified as being exempt from secto the 30-day identification rule for cer-
lieve that a dealer in physical commodition 475(a). tain securities in Holding 8 of Rev. Rul.
ties generally engages in derivatives ac- The IRS and the Treasury Departmer@7-39 does not apply to electing traders.
tivities that are virtually indistinguishablebelieve that in making the section 475 Because the principles of the rules and
from its dealings in physical commodi-election available to securities tradersadministrative interpretations applicable
ties. This situation invokes many of theCongress did not want taxpayers selete securities dealers apply to electing
practical concerns that led Congress ttively to mark to market some securitiesraders, if an electing trader improperly

urden and under what circumstances.
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identifies as exempt a security that is acsecurities or commodities must be mad€omments and Public Hearing
tually held in connection with that busi-in the time and manner prescribed by the .
ness, the gain or loss with respect to th@ommissioner. The IRS and the Treasury Before these proposed regulations are
security is ordinary, and the consequenc@epartment anticipate requiring taxpayerédopted as final regulations, considera-
described in section 475(d)(2) apply tao make the election by filing a form, tolion will be given to any written com-
the security (i.e., the security is marked toe developed by the IRS, not later than 2Ments (a signed original and eight (8)
market and any losses realized with remonths after the beginning of the taxablgopies) that are submitted timely to the
spect to the security prior to its disposiyear for which the election is made. (SefRS. The IRS and the Treasury Depart-
tion are recognized only to the extent ofhe Paperwork Reduction Act section offent specifically request comments on
gain previously recognized with respecthis preamble, which requests comment§e clarity of the proposed regulations and
to the security). Similarly, under the pro-on the burden that may be imposed by thiRow they can be made easier to under-
posed regulations, if an electing tradefequirement.) Interim procedures arétand. All comments will be available for
fails to identify a security that is not heldbeing provided in a revenue procedure. public inspection and copying.
in connection with its trading business, A public hearing has been scheduled for
the consequences of section 475(d)(Hroposed Effective Dates June 3, 1999, beginning at 10 a.m. in room
2Py e ey, a7 e 0 o 02 1y cpose reguitons in 5147502815 O 1 Iernal Reverue g
Moreover, in the event of this failure thez(d)(l) apply to every taxpayer who is re: n. DC. Duetob 'Id'n' ec’r't rocge
v ¢ triuired by section 475(c)(4) to cease usin? » DL DU uilding security proce-
Commissioner may nevertheless treat thmark-to-market accounting for nonfinan-dures, visitors must enter at the 10th Street
security as if the requirements for exemp. " paper. These regulation@ntrance, located between Constitution
tion from mark-to-market accounting,, applicable for all taxable years ending"d Pennsylvania Avenues, NW. In addi-
were satisfied. _ after July 22, 1998. Proposed §§1.446l0n, all visitors must present photo identi-
The proposed regulations further pro- (€)(2)(iii), :’I..471—.12, and 1_475ic)_fication to enter the building. Because of

vide that the gain or loss with respect t0<]:1 o - ;
security that%s marked to markgt undef(?)(2) are applicable for all taxable year§Ccess restrictions, vistors \-M" not be ad-
section 475(N(1)(A) is ordinary. Underending on or after January 28, 1999. Theitted beyond the immediate entrance

this rule, if an electing trader disposes of BroPosed regulations in §81.475(e)-1 an@f€a more than 15 minutes before the
security before the close of the taxablé-472(f)-2 generally apply to securities ohearing starts. For information about hav-
year, proposed §1.475(a)—2 applies, arfg?mmodities acquired on or after Marchng your name placed on the building ac-
the gain or loss is ordinary income or losst: 1999. The rules concerning the tim€€ss list to attend the hearing, see the
See sections 475(f)(1)(D) and 475(d)(3f1d manner for making the mark-to-mar*FOR FURTHER INFORMATION CON-
and the legislative history to sectiorket elggtlons for commodlltlles dealers andACT” section of this preamble.

475(f). H.R. Rep. No. 148, 105th Cong.Securities and commodities traders are The rules of 26 CFR 601.601(a)(3)

1st Sess. 445 (1997). generally applicable for taxable yearsipply to the hearing. Persons who wish to
Under the proposed regulations, th&nding on or after January 28, 1999. present oral comments at the hearing must

above rules for electing securities traderg_. i anaivses submit written comments and an outline

also apply to electing commodities " y of the topics to be discussed and the time

traders. In addition, the proposed regula- It has been determined that this notick® P& devoted to each topic (signed origi-
tions provide a special character rule fosf proposed rulemaking is not a signifin@l and eight (8) copies) by May 13,
traders in section 1256 commodity coneant regulatory action as defined in EG-999. A period of 10 minutes will be al-
tracts who elect mark-to-market accountt2866. Therefore, a regulatory impactotted to each person for making com-
ing for their businesses. For these tradergnalysis is not required. It is hereby certiMents. An agenda showing the schedul-
the proposed regulations clarify that théjed that the collection of information in ing of the speakers will be prepared after
capital character rule of section 1256 doegese regulations will not have a signifithe deadline for receiving outlines has
not apply to these contracts and, thus, th&int economic impact on a substantiftassed. Copies of the agenda will be
gain or loss with respect to such contractsumber of small entities. As previouslyavailable free of charge at the hearing.

is ordinary. noted, in those instances where a small
entity elects to apply the rules in these
regulations, the burden of the collection The principal authors of these regula-
The proposed regulations clarify that ifof information is not significant. Accord- tjions are Jo Lynn Ricks and Pamela Lew
a dealer in securities also has a securitig#gly, a Regulatory Flexibility Analysis is of the Office of Assistant Chief Counsel
or commodities trading business or @ot required. Pursuant to section 7805(fkrinancial Institutions & Products).
commodities dealing business, the dealéhis notice of proposed rulemaking will beHowever, other personnel from the IRS
may make an election for that business. submitted to the Chief Counsel for Advo4 4 the Treasury Department participated
The proposed regulations also provideacy of the Small Business Administra;,, their development.
that the mark-to-market elections fottion for comment on its impact on small
dealers in commodities and for traders ibusiness. *okok ok

rafting Information
Making the Elections
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Proposed Amendments to the Regulations ok ok ok mark-to-market method of accounting

Par. 3. Section 1.471-12 is added 44'd the lower-of-cost-or-market method

of accounting are not permissible meth-

ods of accounting. See §81.446-

PART 1—INCOME TAXES §1.471-12 Nonfinancial customer paper. 1(c)(2)(iii) and 1.471-12.

Nonfinancial customer paper, as de; (3) Non_financial customer paper
' treated as inventoryReserved].

Paragraph 1. The authority citation for, . ;
part 1 is amended by removing the entrieéned In section 475(c)(4)(B), may not be

. 8 eated as inventory except as provided i81.475(e)-1 [Redesignated as
for 881.475(a)-3 through 1.475(e)-1 an 1.475(c)-2(d). This section applies t&1 475(g)1]
taxable years ending on or after January
28, 1999. Par. 6. Section 1.475(e)-1 is redesig-
Par. 4. In §1.475(c)-1, paragraph&ated as §1.475(g)-1.

b)(3)() and (b)(4)(ii) are revised to read Par. 7. New §1.475(e)-1 and
§81.475(f)-1 and 1.475(f)—-2 are added to

read as follows:

Accordingly, 26 CFR part 1 is pro-
posed to be amended as follows: follows:

adding the following entries in numerical
order to read as follows:
Authority: 26 U.S.C. 7805 * * *
Section 1.475(a)-3 also issued und
26 U.S.C. 475(g). follows:
Section 1.475(b)-1 also issued under il '
U.S.C. 475(b)(4) and 26 U.S.C. 475(g). §1.475(c)-1 Definitions—dealer in
Section 1.475(b)-2 also issued undefecurities. 81.475(e)-1 Election of mark-to-market
26 U.S.C. 475(b)(2) and 26 U.S.C. accounting for dealers in commaodities.

475(g). _ .
Section 1.475(b)-4 also issued under (P) *** (a) Time and manner of making elec-

26 U.S.C. 475(b)(2), 26 U.S.C. 475(g) (3) *** tion. An election under section 475(e)(1)
and 26 U.S.C. 6001. ' " (i) For purposes of section 471, thenust be made in the time and manner pre-

Section 1.475(c)-1 also issued unddfxpayer accounts for any security (as decribed by the Commissioner.
26 U.S.C. 47'5(9)_ fined in section 475(c)) as inventory; (b) Application of securities dealer

Section 1.475(c)-2 also issued under % % ok % rules to electing commodities dealers.
26 U.S.C. 475(g) and 26 U.S.C. 860G(e). Except as otherwise provided in this sec-

Section 1.475(d)-1 also issued under (4) *** tion or in cher guidance prescrlbed_ by the
26 U.S.C. 475(g). (i) Continued applicability of an elec- C_:om_mlssmner{ the rules and _admlmstra-

Section 1.475(e)-1 also issued unddior—(A) In general.Except as provided tive interpretations under section 475 for
26 U.S.C. 475(q). in paragraph (b)(4)(ii)(B) of this section,dealers in securities apply to dealers in

Section 1.475(f)-1 also issued under 28N election under this paragraph (b)(490m_mod|t|es that make an election under
U.S.C. 475(g). continues in effect for subsequent taxablgection 475(e)(1).

Section 1.475(f)—2 also issued under 2éears until revoked. The election may be (c) Commodity derivatives deemed not
U.S.C. 475(g). = revoked only with the consent of theheld for investment(1) In general. Ex-

Par. 2. In §1.446-1, paragrapkpommissmner- . cept as othng|se determlnegl by the Com-
(c)(2) i) is added to read as follows: (B) Taxable years ending after July 22missioner in a revenue ruling, revenue

1998. An election under this paragraphprocedure, or letter ruling, if a dealer in

§1.446-1 General rule for methods of  (b)(4) is ineffective for taxable years endcommodities that made an election under
accounting. ing after July 22, 1998. section 475(e)(1) holds a commodity de-
scribed in section 475(e)(2)(B) or (C) (de-

* * *x * * * * * * %
scribing certain notional principal con-

(c) *** Par. 5. In 8§1.475(c)—2, paragraph (d) ifacts and commodity derivatives),

(2) *** added to read as follows: section 475(b)(1)(A) (exempting from

(iif) Section 475 is the exclusive au- mark-to-market accounting certain posi-
thority on which a taxpayer may rely to§1.475(c)-2 Definitions—security. tions that are held for investment) does
use the mark-to-market method of ac- % o % % not apply to that commodity.
counting for nonfinancial customer paper, (2) Character of commodity derivatives

as defined in section 475(c)(4)(B). Thus, (d) Inventory—(1) Nonfinancial cus- required to be marked to markelf a
except to the extent provided intomer paper is generally not marked taommodity is required to be marked to
81.475(c)-2(d), the mark-to-marketmarket under section 47%xcept as pro- market because of the application of para-
method of accounting is not a permissibleided in paragraph (d)(3) of this sectiongraph (c)(1) of this section, the gain or
method of accounting for nonfinancialnonfinancial customer paper (as definetbss with respect to that commodity is
customer paper. In addition, the lower-ofin section 475(c)(4)(B)) is not a securityordinary.

cost-or-market method of accounting igven if it is inventory. (d) Same day identificationAn identi-
not a permissible method of accounting (2) Treatment of nonfinancial customerfication of a commodity as exempt from
for these assets. See 81.471-12. Thimper under other sections of the Internamark-to-market accounting under section
paragraph (c)(2)(iii) applies to all taxRevenue CodeFor nonfinancial cus- 475(b)(2) is not effective unless it is made
years ending on or after January 28, 199%0mer paper that is not a security, théefore the close of the day on which the
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commodity was acquired, originated, otion 475(d)(2) apply to the security; and (i) Except as otherwise provided in this

entered into. (if) The character of the gain or losgaragraph (h)(2), 81.475(c)-1(b) applies
, with respect to the security is ordinary. to taxable years ending on or after De-
81.475(f)-1 Procedures for electing (5) Commissioner identification of in- cember 31, 1993.

mark-to-market accounting for traders. esiment securitiesNotwithstanding (i) Section 1.475(c)~1(b)(4)(ii)(B) ap-

(a) Time and manner of making ebcpgragraph (a)(4) of this secti(_)n, the C_onrplies to taxable years ending after July 22,
tion. An election under section 475(f)(1)MiSsioner may treat a security describeg99s.
or (2) must be made in the time and mari? that paragraph as meeting the require-
ner prescribed by the Commissioner. ~ Ments of section 475(f)(1)(B)(i) and (ii).

(b) Coordination with section 475(a)f () Character of securities marked {0 () section 1.475(c)-2 (concerning the
a dealer in securities also has a securities DfA'ket: The gain or loss with respect 1o &efinition of security) applies as follows:
commodities trading business or a conpecurity that is marked to market under (1) section 1.475(c)-2(a), (b), and (c)
modities dealing business, the dealer ma&Fction 475(N(1)(A) is ordinary. (concerning the definition of security) ap-
make an election under section 475(e)(1), () Application of securities dealer yjies to taxable years ending on or after
(f(2), or ()(2) for that business. fules to electing tradersExcept as other- pecemper 31, 1993. By its terms, how-

wise provided in this section or in othery, o, §1.475(c)—2(a)(3) applies only to
81.475(f)-2 Election of mark-to-market guidance prescribed by the Commisfesi(’jual interests or to interests or

accounting for traders in securities or  sioner, the principles of the rules and ada'lrrangements acquired on or after January
commodities. ministrative interpretations under sectioQ1 1995: and the integrated transactions

475 for dealers in securities apply tqp, ;
" ; ; at are referred to in §1.475(c)-2(a)(2
(a) Securities not held in connectionyaders in securities that make an electio 8 (©-2()(2)

with trading activities—(1) Taxpayer ynder section 475(f)(1). %;]d (I?f) et>_<ist é)ntly iftglr ?;J%Jsg 13, 1996
identification of investment securitigba (d) Same day identificationAn identi- (the effective date of §1. —6).

trader in securities makes an electiofcation of a security as exempt from, IEZ) Section 1.475(c)-2(d) applies as
under section 475(f)(1)(A) (electin to- ; . lollows:
(D) (A) ( 9 mark-to-market accounting under section (i) Section 1.475(c)-2(d)(1) applies to

trader) and holds a security other than i i i oo .
connection with that trading business, thg]?d(;)ggf(?e I;]Q 2}02280?3/; gg}l/es; \:\Er:iﬁlx?ble years ending after July 22, -1998.
electing trader must identify that securityhe security was acquired, originated, o (ii) Section 1.475(c)-2(d)(2) applies to
in accordance with section 475(f)(1)(B)-antered into. axable years ending on or after January
(ii). If the electing trader is also a dealer (g) Application to traders in commodi- 28, 1999.
in securities, however, the preceding Sefjes (1) General rule. If a trader in com- * ok ok oxw
tence applies only to securities describeghodities makes an election under section _ _
in section 475(b)(1) (without regard t0475(f)(2), paragraphs (a), (b), (c), and (d (k) Section 1.475(e)—1(a).(concermng
section 475(b)(2)). of this section apply to the trader in th he time and manner for makmg the marl-<-
(2) Satisfaction of Commissiondn N0 same manner that they apply to a trader {R-Market election for dealers in commodi-
event is the requirement of sectioryecyrities who makes an election unddi€s) applies to taxable years ending on or
475(f)(1)(B)() satisfied unless the electsection 475(f)(1). after January 28, 1999. Section 1.475(e)-
ing trader demonstrates by clear and con- (2y Coordination with section 12561f  1(P), (¢) and (d) applies to commodities ac-
vincing evidence that a security has ng trader in commodities makes an electiofuired on or after March 1, 1999.
connection to its trading activities. under section 475(f)(2) and trades section (I) Section 1.475(f)-1 (procedures for
(3) Substantially similar securities held1256 contracts that are commodities a&lecting mark-to-market accounting for
for trading and investmentAn electing gefined in section 475(e)(2), then thdraders in securities or commodities) ap-
trader that holds a security other than ipyjes of section 475(f) and paragrapiplies to taxable years ending on or after
connection with its trading business a”‘ée)(l) of this section apply to those conJanuary 28, 1999.
also trades the same or substantially simiracts, and not the capital character rules (M) Section 1.475(f)-2 (concerning the
lar securities in no event satisfies the resf section 1256. mark-to-market rules for traders in securi-
quirement of section 475(f)(1)(B)(i) un- par. 8. Newly designated §1.475(g)-1ies or commodities) applies to securities
less the security is held in a separatgs amended by revising paragraphs (h)(@r commodities acquired on or after

nontrading account maintained with gnqg (i) and adding paragraphs (k), (1), antlarch 1, 1999.

* Kk * *x %

third party. (m) to read as follows:

(4) Consequences of failure to identify Robert E. Wenzel,
investment securities!f an electing 81.475(g)-1 Effective dates. Deputy Commissioner of
trader holds a security that is not held in o ox % % % Internal Revenue.

connection with its trading business and (Filed by the Offce of the Federal Re ]
I 1 I i 1 * k * iled by the ice of the Federal Register on Janu-
fails to Identlfy the security In @ manner (h) ary 27, 1999, 8:45 a.m., and published in the issue of

that satisfies the requirements of section (2) Section 1.475(c)-1(b) (conceming, . rederal Register for January 28, 1999, 64 FR.
475(f)(1)(B)(ii)— sellers of nonfinancial goods and seraz7a)
(i) The consequences described in sewices) applies as follows:
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Notice of Proposed Rulemaking TACT: Concerning the proposed anddopted as final regulations, considera-

and Notice of Public Hearing temporary regulations, Robert G. Honigtion will be given to any elecronic and
man, (202) 622-3050; concerning subwritten comments (a signed original and
Modifications and Additions to missions of comments, the hearingeight (8) copies) that are submitted timely
the Unified Partnership Audit and/or to be placed on the building acceds the Service. All comments will be
Procedures list to attend the hearing Michael L.available for public inspection and copy-
Slaughter, Jr., (202) 622-7180 (not tolling. The Service and Treasury Depart-
REG-106564-98 free numbers). ment specifically request comments on

: . the clarity of the proposed regulations and
AGENCY: Internal Revenue SerVICe’SUPPLEMENTARY INFORMATION: how they may be made easier to under-

Treasury.

Background stand. _
ACTION: Notice of proposed rulemak- A public hearing has been scheduled
ing, notice of proposed rulemaking by Temporary and final regulations in T.D.for April 14, 1999, at 10 a.m. in room
cross-reference to temporary regulation§808 amend the Procedure and Admini2615, Internal Revenue Building, 1111
and notice of public hearing. tration Regulations (26 CFR part 301) reConstitution Avenue, NW, Washington,

lating to the unified partnership audit proDC. Due to building security procedures,
SUMMARY: In T.D. 8808 on page 21 cedures found in sections 6221 througHisitors must enter at the 10th Street en-
the Internal Revenue Service (Service) 6233 of the Internal Revenue Coddrance, located between Constitution and
issuing temporary regulations relating tdCode). Pennsylvania Avenues, NW. In addition,
the unified partnership audit procedures The text of those temporary regulationél” visitors must present photo identifica-
added to the Internal Revenue Code blso generally serves as the text of the$@n to enter the building. Because of ac-
the Tax Equity and Fiscal Responsibilityoroposed regulations. The preamble tg€Ss restrictions, visitors will not be ad-
Act of 1982 (TEFRA). The text of thosethe temporary regulations explains thénitted beyond the immediate entrance
temporary regulations also generalljemporary and proposed regulations. ~ area more than 15 minutes before the
serves as the text of these proposed regu-Temporary regulations previously werdiearing starts. For information about
lations. This document also provides @ublished on December 13, 1984 (49 F.R1aving your name placed on the building
notice of public hearing on these pro48536), and March 5, 1987 (52 F.Raccess list to attend the hearing, see the
posed regulations. 6779) (the existing regulations). The Ser-FOR FURTHER INFORMATION

vice intends to finalize such regulation§ONTACT" section of this preamble.
DATES: Written and electronic com-simultaneously with finalizing these reg- The rules of 26 CFR 601.601(a)(3)
ments must be received by April 26, 199ulations. Comments previously received@pPPply to the hearing.
Outlines of topics to be discussed at th@ connection with the existing regula- Persons who wish to present oral com-
public hearing scheduled for April 14,tions will be considered as well as new ofl€nts at the hearing must submit elec-
1999, at 10 a.m. must be received bydditional comments with respect to suckonic or written comments by April 26,

March 24, 1999. regulations. 1999, and an outline of the topics to be
discussed and the time devoted to each

ADDRESSES: Send submissions toSpecial Analyses topic (a signed original and eight (8)

CC:DOM:CORP:R (REG-106564-98), . . ._copies) by March 24, 1999.

room 5226, Internal Revenue Service It has been determined that this notice A period of 10 minutes will be allotted

POB 7604, Ben Franklin Station, Wash-d’f proposed rulemaking is not a Signifi'to each person for making comments.

ington, DC 20044, Submissions may b(ﬁant regulatory action as define_d in EO An agenda showing the scheduling of
hand delivered Monday through Friday 2866. It also has been determined thgf,e speakers will be prepared after the
between the hours of 8 a.m. and 5 p.m. t gectlon 533(b) of the Administrative Proaadline for receiving outlines has
CC:DOM:CORP'R (REG—106564—98),CedureS Act (5 U.S.C. chapter 5) does n%tassed. Copies of the agenda will be

Courier’s desk, Internal Revenue Servic apply to thes_e regulatlor_ls, and becausg,sijaple free of charge at the hearing.
Fhese regulations do not impose a collec-

L111Constitution Avenue, NW, WaShmg_tion of information on small entities, theDrafting Information
ton, DC. Alternatively, taxpayers mayReguIatory Flexibility Act (5 U.S.C.

submit comments electronically via thechapter 6) does not apply. Pursuant to The principal authors of these proposed

ey g e T g S e o e el KenRRalns e Foer . Honara 1
: ) g€, or by Code, this notice of proposed rulemakin ice of the Assistant Chief Counse
ting comments directly to the IRS Internet". Passthroughs & Special Industries), and

site at http://www.irs.ustreas.qov/orod ill be submitted to the Chief Counsel fo i 4. Off fth :
P e 9OVIPTOU) 4y ocacy of the Small Business Admin-Villiam A. Heard, Office of the Assistant

tax_regs/comments.html.  The public . .. =~ = o onits impact onChief Counsel (Field Service). However,

hearing will be held in Room 2615, Inter- . other personnel from the Service and
- .. ..small business. g . :

nal Revenue Building, 1111 Constitution Treasury Department participated in their

Avenue, NW, Washington, DC. Comments and Public Hearing development.

FOR FURTHER INFORMATION CON-  Before these proposed regulations are *okox ok
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Proposed Amendments to the Regulations (b) [The text of proposed paragraph (b$301.6231(a)(6)—1 Computational
is the same as the text of §301.6224(c)adjustments.

Accordingly, 26 CFR part 301 is pro—3.|.(b) published in T.D. 8808.]

posed to be amended as follows: (C) * ** (a) [The text of proposed paragraph (a)

(3)* * * is the same as the text of §301.6231(a)(6)—
PART 301—PROCEDURE AND > 1T(a) published in T.D. 8808.]
ADMINISTRATION (if) [The text of proposed paragraph

(c)(3)(ii) is the same as the text of e

Paragraph 1. The authority citation f°r§301.6224(c)—3T(c)(3)(ii) published in Par. 9. Section 301.6231(a)(7)-1 is

part 301 continues to read in part agp. 8808.] amended by revising paragraphs (p)(2),
follows: (d) *** ()(1) and (s) to read as follows:
Authority: 26 U.S.C. 7805 * * *
4 Example (1)[The text of proposed g34; 6231 (a)(7)-1 Designation or

Par. 2. Section 301.6221-1 as pro_pos%ragraph (dExample (1).is the same as
to be added at 51 F.R. 13235, April 18bhe text of §301.6224(c)-3T(dxample

1986, is amended by: (1). published in T.D. 8808.] x ok x x %
1. Redesignating paragraph (c) as

paragraph (e);

2. Adding paragraphs (c) and (d). = . .
I ) ar. 5. Section 301-6229(b)-2 is adde
The additions read as follows: to read as follow: 8

selection of tax matters partner.

* * *x * * (p)***

(2) When each general partner is
eemed to have no profits interest in the
) partnership. If it is impracticable under
§301.6221~1 Tax treatment determined &tz 55(h)_2 Special rule with respeciParagraph (0)(2) of this section to apply
partnership level. to debtors in Title 11 cases. the largest-profits-interest rule of para-

* £ % % % graph (m)(2) of this section, the Commis-
[The text of this proposed section is thejoner will select a partner (including a
(c) and (d) [The text of proposed parasame as the text of §301.6229(b)-2T pulgyeneral or limited partner) as the tax mat-

graphs (c) and (d) are the same as the tdighed in T.D. 8808.] ters partner in accordance with the crite-
of §301.6221-1T(c) and (d) published in Par. 6. Section 301.6229(f)-1 is addefla set forth in paragraph (q) of this sec-
T.D. 8808.] to read as follows: tion. The Commissioner will notify,

[The text of this proposed section is thgyithin 30 days of the selection, the part-
same as the text of §301.6229(f)-1T pulher selected, the partnership, and all part-
Par. 3. Section 301.6223(c)-1 as prdished in T.D. 8808.] ners required to receive notice under sec-
posed to be added at 51 F.R. 13238, April Par. 7. Section 301.6231(a)(1)-1 agon 6223(a), effective as of the date
18, 1986, is amended by adding a sefroposed to be added at 51 F.R. 13243pecified in the notice.
tence at the end of paragraph (c) to read Agril 18, 1986, is amended by:

* * *x % %

* * *x * *

follows: 1. Reuvising the first two sentences of
o , paragraph (a)(1); (r) *** (1) In general. If the Com-
?:gg;gﬁ?pﬁ?;}le '['Asd]:jul:lr?igf?legn;?)rtmhztlon 2. Removing paragraph (a)(3); missioner selects a tax matters partner
Service 3 Re(kj‘e5|gnat|ng paragraph (2)(4) a$nder the provisions of paragraph (p)(1)
' paragraph (a)(3)- _ or (3)(i) of this section, the Commissioner
. The revision reads as follows: will notify, within 30 days of the selec-

tion, the partner selected, the partnership,
and all partners required to receive notice
under section 6223(a), effective as of the
date specified in the notice.

(c) * * * [The text of the proposed last §301.6231(a)(1)-1 Exception for small

sentence in paragraph (c) is the same R&rtnerships.
the text of the last sentence in () * * *
§301.6223(c)-1T(c) published in T.D.

8808.] (1) [The text of the proposed first two

sentences of paragraph (a)(1) is the same

* ok x % * as the text of the first two sentences of (s) Effective date This section applies

. §301.6231(a)(1)-1T(a)(1) published ing all designations, selections, and termi-

Pa;. 4. bSe(ét(ljor:j 301'6224(0)52 as prol—l_D_ 8808]. * ** nations of a tax matters partner occurring
Egsigég € adde datdSk;L F'R'.l. 4&’ Aprl_ r x % % % on or after December 23, 1996, except for
! ;IS amended by revising the sec paragraphs (p)(2) and (r)(1), that are ap-
tion heading and paragraphs (b), (€)(3)(i)) par. 8. Section 301.6231(a)(6)-1 aglicable on the date they are published as
and (d) Example (1)to read as follows: - proposed to be added at 51 F.R. 1324kpal regulations in the Federal Register.

§301.6224(c)-3 Consistent settlement APril 18, 1986, is amended by:

* Kk *x *x %

terms. 1. Revising paragraph (a); Robert E. Wenzel,
2. Removing paragraph (c). Deputy Commissioner of
ok ok ok ok The revision reads as follows: Internal Revenue Service.
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(Filed by the Office of the Federal Register on JanitFACT: Concerning the regulations,treated as ordinary income) that would be
ary 25, 1999, 8:45 a.m., and published in the issue &fy;san Kassell, (202) 622-4930; concerrtreated as ordinary income if section
;hsesge‘jera' Register for January 26, 1999, 64 Ff, . supmissions, LaNita VanDyke, (202)1250(b)(1) included all depreciation and
622-7190 (not toll-free numbers). the applicable percentage under section
1250(a) were 100 percent, reduced by any
SUPPLEMENTARY INFORMATION:  net |oss in the 28-percent rate category.

Effectively, the amount of gain taxed at

Notice of Proposed Rulemaking

. . Background . : :
Capital Gains, Installment Sales, _ _ 25 percent is the amount of straight-line
Unrecaptured Section 1250 This document contains proposed_ amendepreciation allowed for the property.
Gain ments to the Income Tax Regulations (26hus, the 25-percent rate category par-

CFR Part 1) relating to the taxation otially recaptures such depreciation, but
REG-110524-98 capital gains on installment sales of dethe recapture is limited, inter alia, in that
_ preciable real property. the recapture rate may be less than the
AGENCY: Internal Revenue Service prior to 1997, the maximum rate on nenarginal rates that applied to the depreci-
(IRS), Treasury. capital gain for individuals was 28 per-ation deductions. Section 1(h)(7)(B) lim-

cent. In the Taxpayer Relief Act of 1997its the unrecaptured section 1250 gain
ing Public Law 105-34 (111 Stat. 788, 831jrom section 1231 assets for any tax year
' (1997 Act), Congress amended sectiofp the net section 1231 gain for that year.
SUMMARY: This document contains 1(N) generally to reduce the maximum A maximum marginal rate of 20 per-
proposed amendments to the regulatiorf@Pital gain tax rates for individuals. Cercent generally applies to adjusted net cap-
relating to the taxation of capital gains off@in Substantive changes and technic@hl gain (20/10-percent gain), defined in
installment sales of depreciable real progzorrections to section 1(h) were enactegection 1(h)(4) as the portion of net capi-
erty. The proposed regulations interpredS Part of the Internal Revenue Servicgl gain that is not taxed at the 28-percent
changes made by the Taxpayer Relief Adestructuring and Reform Act of 19980r 25-percent rates. Under section
of 1997, as amended by the Internal Re\2ublic Law 105-206 (112 Stat. 685), in4(h)(1)(B), a 10-percent rate applies to
enue Service Restructuring and Reforrfiluding the repeal of an 18-month holdinginy portion of adjusted net capital gain
Act of 1998 and the Omnibus Consolieriod requirement for amounts properlghat would otherwise be taxed at a 15-per-
dated and Emergency Supplemental Agaken into account after December 3lgent rate if capital gains were taxed as or-
propriations Act of 1999. The proposed997, and by the Omnibus Consolidatedinary income.
regulations affect persons required to reand Emergency Supplemental Appropria- For amounts properly taken into ac-
port capital gain from an installment saldions Act, 1999, Public Law 105-277count after July 28, 1997, and before Jan-

ACTION: Notice of proposed rulemak-

where a portion of the capital gain is unre(112 Stat. 2681). uary 1, 1998, an 18-month holding period
captured section 1250 gain and a portion As amended, section 1(h) generally diis required to obtain the maximum 25-
is adjusted net capital gain. vides net capital gain into three rateercent, 20-percent, or 10-percent rates.

groups based on the nature of the prop- Section 453 provides that, unless tax-
DATES: Written comments or requesterty, the nature of the gain, and the holdpayers elect out, gain from an installment
for a public hearing must be received byng period of the property. sale is recognized as payments on the in-
April 22, 1999. A maximum marginal rate of 28 per-stallment obligation are received. Before
] - cent applies to 28-percent rate gain (2&he 1997 Act, reporting capital gain under
ég%%iﬂs_ggslq'p;e(r;{dEégliTézsz’fngS;?)ercen'_[ gain), the combination of (1) capthe installment method was relatively
roolm 52é6 Inte.rnal Revenue Servicé'tal gains and Iossc_as from the sale ostraightforward: the capital gain portion
POB 7604 'Ben Eranklin Station Wash_exchange of collectibles held for moreof each payment was taxed at the maxi-
ington DC,20044. In the alternati;/e Subghan one year,; (_2) an amount equal to gamum capital gain rate of 28 percent. Sec-
missio’ns may be hand delivered Mc’)ndaexcluded from income on the_sale or extion 1(h) provides for multiple rates, but
through Friday between the hours of hange of-certam small bqsmes; stocfoes not address how to treat an install-
am. and 5 p.m. to: CC:DOM:CORP:Iﬁunder sectlon'1202; 3) cap|tql gains gpment sale of depreciable real prqperty
(REG-110524-98), Courier’s Desk, In/0SS€s determined under special transitionhen the gain to be reported consists of

ternal Revenue Service. 1111 Constitutioh”les in section 1(h)(13) for certainboth 25-percent gain and 20/10-percent
Avenue. NW Washingtcl)n DC. Alterng-@mounts taken into account in 1997; (4gain.

- o i - i for the tax year;
tively, taxpayers may submit comment&1€t short-term capital loss fc Yeal lanation of Provisions
electronically via the Internet by selecting®d (5) any long-term capital loss carry=XP

the “Tax Regs” option on the IRS HomePVer to the tax year under section 1212. £, gaded Allocation of Unrecaptured
Page, or by submitting comments directly A maximum marginal rate of 25 per-gation 1250 Gain

to the IRS Internet site at http://www.irs cent applies to unrecaptured section 1250
uStreas‘gov/prod/tax_regs/commentslhtmgain (25-percent gain), which is defined Under the prOpOSEd regulations, if a

in section 1(h)(7)(A) as the amount ofportion of the capital gain from an install-
FOR FURTHER INFORMATION CON- long-term capital gain (not otherwisement sale is 25-percent gain and a portion
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is 20/10-percent gain, the taxpayer is raiess exceed losses from such propertyplving section 1231 since they are the
quired to take the 25-percent gain into adhe gains and losses are treated as longost common.

count before the 20/10-percent gain, aerm capital gains and losses. Conversely,

payments are received. (Because saleden section 1231 losses exceed sectigﬁeatment of Installment Payments from
that result in 28-percent gain cannot alsb231 gains, the gains and losses arefles Prior to the Effective Date of the
yield 25-percent gain or 20/10-percentreated as ordinary. The capital nature df997 Act

gain, an allocation rule for 28-percennet section 1231 gain is subject to an ex- The capital gains provisions of the

gain is unnecessary.) ception: under section 1231(c), net S€Cr997 Act were effective for taxable years

A front-loaded allocation method fortion 1231 gain is treated as ordinary inénding after May 6, 1997. However, the
25-percent gain is generally consisterdome to the extent of the taxpayer's, ..o rate of 2,8 perc.ent was n(;t -
with the statute, under which 20/10-pernon-recaptured net section 1231 losses f%ced for gains properly taken into ac-
cent gain (that is, adjusted net capital gainhe preceding five years. count before May 7, 1997. Under settled

is defined as the residual category of capi- With respect to the interaction of sec- : C ;

: . . . authority, originating irSnell v. Commis-
tal gain not taxed at maximum rates of 28on 1231(c) and the capital gain rates, theloner 97 F.2d 891 (5th Cir. 1938), the
percent or 25 percent. The front-loadetRS and Treasury Department have aF W in, effec.t when an instéllment’ av-
method precludes taxpayers from recogeady provided that section 1231 gain thanaent is received controls the tax 'Eegt-
nizing some 20/10-percent gain from afs recharacterized as ordinary gain underent of the pavment. Unless otherwise
installment sale even when the amount ukection 1231(c) is deemed to consist ﬁrsrprovided ins?al)llment. avments received
timately recognized proves to be less thagf 28-percent gain, then 25-percent gai ' pay

the amount subject to recapture at the 2and finally 20/10-percent gain. See Nodfter a change in the law are taxed under

percent rate. Absent a front-loaded allocaice 97-59 (1997-45 IRB 7, 8). An examIhe new law, \{vhether favorable or gnfa-
tion method this inappropriate result coulgle in the proposed regulations iilustratelC"a@ple, looking back to the original
arise, for example, when a taxpayer latehe application of this principle in the in-l'&nsaction for the facts necessary to
disposes of an installment obligation at atallment sale context. Consistent witifPP!Y the changed law. [8nell, for ex-
discounted price or when the amount to bgais treatment and with the general rul@Mple, instaliment payments from what
received is contingent. that 25-percent gain is front-loaded, anV@S @ capital asset in the sale year were
The IRS and Treasury Department havether example in the proposed regulationéx€d as ordinary income after Congress
previously adopted analogous frontillustrates that—in a year in which install-c"@nged the definition of eapital asset
loaded allocation methods with respect tthent gain is characterized as ordinar?ee also Btate of Kearns v. Cqmmls'
installment sales. For example, beforgain under section 1231(a) because theré2ner, 73 T.C. 1223 (1980)Klein v.
1984—when Congress enacted sectigg a net section 1231 loss for the year—cOmmissioner2 T.C. 1000 (1964); Rev.
453(j), which requires immediate recogthe gain is treated as consisting of 25-peRul- 79-22 (1979-1 CB 275). Congress
nition of recapture gain at ordinary rategent gain first, before 20/10-percent gairf!SC implicitly has recognized thnell
under sections 1245 and 1250—taxpayefgr purposes of determining how mucHPrinciple by enacting grandfather excep-
were permitted to defer recognition of this_percent gain remains to be taken intons when the application &nellwould
ordinary-rate recapture gain under the ingccount in later payments. be unfavorable. For example, when Con-
stallment method. Thus, an installment The examples in the proposed reguld@ress extended the holding period require-
payment could contain both capital gaifions—regarding the interaction of secment for capital gain in 1976, the legisla-
and gain taxed at ordinary rates. By regyions 1(h), 453, and 1231—are specifi¢ion specifically excepted from the new,
lation, a front-loaded allocation of the Or-applications of the general rule that, foparsher requirements post-1976 install-
dinary-rate recapture gain was requiredélny given installment payment, gain fromnent gain from pre-1976 sales.
§81.1245-6(d); 1.1250-1(c)(6). Segy previous payments is treated as con- The legislative history of the 1997 Act
Dunn Construction v. United State323  gjsting first of 25-percent gain, rather thafieflects theSnellprinciple, providing that
F. Supp. 440 (N.D. Ala. 1971) (upholding>0/10-percent gain, in determining howsection 1(h) “generally applies to sales
§1.1245-6(d) as “reasonable and consig,ch of each category of gain remains t8nd exchanges (and installment payments
tent with the underlying statute” and &e reported with respect to current angeceived) after May 6, 1997.” Conf. Rep.
valid exercise of the regulatory aUthoritysubsequent payments. Under the regula05-220, 105th Cong., 1st Sess. 382, 383
under section 453). See also 881.125%q5 in making this determination it is(1997). Thus, under these settled princi-
1(e)(6), 1.1252-1(d)(3), 1.1254-1(d), andienerally irrelevant how such prior gairples, gain on installment payments re-
16A.1255-1(c)(3). was actually reported and taxed. For exeeived after May 6, 1997, from sales on or
ample, an installment payment that i®efore that date, is taxed at the new, lower
taxed at 15 percent because the taxpay@aximum rates of 25 percent, 20 percent,
Section 1(h) also does not address ttig in a low tax bracket may be treated agr 10 percent if it qualifies as unrecap-
interaction of the capital gain rates, the ineonsisting of 25-percent gain (that is, untured section 1250 gain or adjusted net
stallment method, and the rules in sectiorecaptured section 1250 gain) for allocacapital gain. However, as in the case of
1231. Section 1231(a) generally provideson purposes, even though the gain is ngiin from post-effective-date sales, sec-
that, when gains from the sale or exactually taxed at 25 percent. The protion 1(h) does not specify how to allocate
change of property used in a trade or bugposed regulations focus on examples irthe two categories of gain.

Interaction with Section 1231
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The proposed regulations provide thatended that any allocation method otheropying. A public hearing may be sched-
the capital gain rates applicable to instalthan the method provided for by the regudled if requested in writing by a person
ment payments that are received on dations was a reasonable interpretation @hat timely submits written comments. If
after the effective date of the 1997 Acsection 1(h) in this context. However, the public hearing is scheduled, notice of
from sales prior to the effective date aréRS will not challenge the use of a prahe date, time, and place for the hearing
determined as if, for all payments rerata allocation method—that is, a methowvill be published in thé&ederal Register.
ceived after the date of sale but before thender which the amounts of 25-percent .
effective date, 25-percent gain had beegain and 20/10-percent gain in each inPrafting Information
taken int_o account pefore 20/10-p§rcerﬁta}llment payment bear the same relation- 1o principal authors of these regula-
gain. This approach is consistent with thehip as the total amounts of 25-percenfons are Susan Kassell and Rob Laude-
Snell principle in that it provides for theand 20/10-percent gain to be reported Ofan. Office of the Assistant Chief Coun-
same method of allocation, whether thene sale—for installment payments rege| ,(Income Tax & Accounting).
sale occurred before or after the effectiveeived before the effective date of theyowever. other personnel from the IRS
date of the 1997 Act. For taxpayers whéinal regulations, if the taxpayer used th ’
sold property and received installmensame pro rata method for all installme
payments before the effective date of theayments during such period.

@nd Treasury Department participated in
Mheir development.

1997 Act, this provision is favorable, . * x % % %
since it generally reduces or eliminate§roposed Effective Date _
the amount of 25-percent gain to be re- Proposed Amendment to the Regulations

The regulations are proposed to be ef-
ctive for payments properly taken into Accordingly, the IRS proposes to
ccount after the date the regulations asmend 26 CFR part 1 as follows:

ported on installment payments receivege
after the effective date. The approach i
also simple — because it is generally ir; ublished as final regulations in thed-
relevant how the prior gain was actuaII)P .

reported and taxed, in most cases taxpa?/[al Register.
ers will simply calculate the total amountSpecial Analyses Paragraph 1. The authority citation for

of 25-percent gain on the sale and subtract part 1 continues to read in part as follows:
from that all gain previous|y reported, in It has been determined that this notice AUthOfity: 26 U.S.C. 7805 * * *

order to arrive at the amount of 25-perof proposed rulemaking is not a signifi- Par. 2. Section 1.453-12 is added to

PART 1—INCOME TAXES

cent gain remaining to be reported. cant regulatory action as defined in EQead as follows:
12866. Therefore, a regulatory assess- .
Treatment of Installment Payments ment is not required. It also has been d&4-453-12 Allocation of unrecaptured

Received Between the Effective Date of termined that section 553(b) of the AdS€ction 1250 gain reported on the
the Statute and the Effective Date of the ministrative Procedure Act (5 U.s.c.Installment method.

Final Regulations. chapter 5) does not apply to these regula- ) General rule. Unrecaptured section

The proposed regulations also addredl9Nns: and, because the regulations do ngbsq gain, as defined in section 1(h)(7), is
the treatment of gain in installment pay.POS€ @ requirement for the collection ofgported on the installment method if that
ments that are received during the perio|(§1format|9q on small entities, the Regulamethog otherwise applies under section
between the effective date of section 1(HP"Y Flexibility Act (5 U.S.C. chapter 6) 453 or 453A and the corresponding regu-
and the effective date of the final regulal®€S N0t @PPly. Pursuant to sectiofyions, If gain from an instaliment sale
tions. The proposed regulations providﬁls%(f)_ of the Internal Revenue Codejnq|des unrecaptured section 1250 gain
that, in the event the cumulative amount'™> notice of propos'ed rulemaking will be adjusted net capital gain (as defined
of 25-percent gain actually reported in inSubmitted to the Chief Counsel for Advosp, section 1(h)(4)), the unrecaptured sec-
stallment payments received during thi§2¢Y of the Small Business Administrayjo 1250 gain is taken into account be-
period was less than the amount th ton_for comment on its impact on smalkyre the adjusted net capital gain.
would have been reported using the front2USIN€ss: (b) Installment payments from sales be-
Ipaded allocation method of the r_99“|aComments and Requests for a Public fore May 7, 1_997.The ampupt of unre-
tions, the amount of 25-percent gain actYgearing captured section 1250 gain in an install-
ally reported, rather than an amount ment payment that is properly taken into
determined under a front-loaded alloca- Before these proposed regulations argccount after May 6, 1997, from a sale be-
tion method, must be used in determiningdopted as final regulations, considerdore May 7, 1997, is determined as if, for
the amount of 25-percent gain that retion will be given to any written com- all payments properly taken into account
mains to be reported. This provision enments (a signed original and eight (8after the date of sale but before May 7,
sures that taxpayers cannot underrepogopies) that are submitted timely to thd997, unrecaptured section 1250 gain had
the total amount of 25-percent gain byRS. The IRS and Treasury Departmeriteen taken into account before adjusted
taking inconsistent positions with respectequest comments on the clarity of theet capital gain.
to payments received before and after thgroposed rules and how they can be made(c) Installment payments received after
effective date of the regulations. By proeasier to understand. All comments wilMay 6, 1997, and before the effective date
viding for this rule, no inference is in-be available for public inspection andof the final regulations.If the amount of
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unrecaptured section 1250 gain in an irinterest, and the property sold is readmount of $3,000. Ineach of the years 1998-2007, A
stallment payment that is properly takemroperty held in a trade or business th&gs n° ?the(;,cap'tda'bor §e°t'°”h1231 ga'?shor '°S|se§-
into account after May 6, 1997, and beforgqualifies as both section 1231 propert¥2 (i) As adjusted basis at the time of the sale is

. . . . ,000. Of A's $8,000 of section 1231 gain on the
the effective date of the final regulationsand section 1250 property. In all taxablggie of the property, $3,000 is attributable to prior

is less than the amount that would havgears, the taxpayer’s marginal tax rate Ogtraight-line depreciation deductions and is unrecap-
been taken into account under this sectioordinary income is 28 percent. The fol{ured section 1250 gain. The gain on each install-
the lesser amount is used to determine thewing examples illustrate the rules ofment paymentis $800.

amount of unrecaptured section 1250 gaithis section: (iih As illustrated in the following table, A takes
’ into account the unrecaptured section 1250 gain

that remains to be taken into account. first. Therefore, the gain on A's first three payments,

d) E | | h le th Example 1. General ruleThis example illus- . ) :
(d) Examples. In each example, the .. "o e of paragraph (a) of this section. received in 1998, 1999, and 2000, is taxed at 25 per-

taxpayer, an individual whose taxable (j) |n 1998, A sells property for $10,000, to beent. Of the $800 of gain on the fourth payment, re-
year is the calendar year, does not elegid in ten equal annual installments beginning ofi€iVed in 2001, $600 is taxed at 25 percent and the
out of the installment method. The in-December 1, 1998. A originally purchased the prorifma'n'ng .$200.'s.ta)§eﬁ at 2t0 percemt' .Thf ga:j" Ot”
. . S remaining sIX Instaliment payments IS taxed al
stallment obligation bears adequate staté&g for $5.000, held the property for several year : .
9 q and took straight-line depreciation deductions in th@0 percent. The table is as follows:

1998 1999 2000 2001 2002 2003-2007 Total gain
Installment gain 800 800 800 800 800 4000 8000
Taxed at 25% 800 800 800 600 3000
Taxed at 20% 200 800 4000 5000
Remaining to be taxed at 25% 2200 1400 600

Example 2. Installment payments from salesale of the property, $3000 was attributable to prioMay 6, 1997, by taking unrecaptured section 1250
prior to May 7, 1997.This example illustrates the straight-line depreciation deductions and is unrecagrain into account first, treating the general rule of
rule of paragraph (b) of this section. tured section 1250 gain. paragraph (a) of this section as having applied since

(i) The facts are the same asHrample lexcept (iii) As illustrated in the following table, As first the time the property was sold, in 1994. Conse-
that A sold the property in 1994, received the first ofhree payments, in 1994, 1995, and 1996, were rquently, of the $800 of gain on the fourth payment,
the ten annual installment payments on December deived before May 7, 1997, and taxed at 28 perceneceived in 1997, $600 is taxed at 25 percent and the
1994, and had no other capital or section 1231 gaihinder the rule described in paragraph (b) of this secemaining $200 is taxed at 20 percent. The gain on
or losses in the years 1994-2003. tion, A determines the allocation of unrecaptured\s remaining six installment payments is taxed at

(i) As in Example 1pf A's $8000 of gain on the section 1250 gain for each installment payment aft@0 percent. The table is as follows:

1994 1995 1996 1997 1998 1999-2003 Total gain
Installment gain 800 800 800 800 800 4000 8000
Taxed at 28% 800 800 800 2400
Taxed at 25% 600 600
Taxed at 20% 200 800 4000 5000
Remaining to be taxed at 259 2200 1400 600

Example 3. Effect of section 1231(c) recapturepurposes of determining the amount of unrecap5 percent. Because the full $800 of gain reduces
This example illustrates the rule of paragraph (a) dfired section 1250 gain remaining to be taken intanrecaptured section 1250 gain, A has $1400 of un-
this section when there are non-recaptured net semecount, the $800 recaptured as ordinary inconmecaptured section 1250 gain remaining to be taken
tion 1231 losses, as defined in section 1231(c)(2under section 1231(c) is treated as reducing unr@to account.
from prior years. captured section 1250 gain, rather than adjusted net (iv) The gain on A's installment payment re-

(i) The facts are the same asErample 1except capital gain. Therefore, A has $2200 of unrecapeeived in 2000 is taxed at 25 percent. Of the $800 of
that in 1998 A has non-recaptured net section 123lired section 1250 gain remaining to be taken intgain on the fourth payment, received in 2001, $600
losses from the previous four years of $1000. account. is taxed at 25 percent and the remaining $200 is

(ii) As illustrated in the following table, in 1998, (i) In 1999, A's installment gain is taxed at two taxed at 20 percent. The gain on A's remaining six
all of A's $800 installment gain is recaptured as orrates. First, $200 is recaptured as ordinary incomastallment payments is taxed at 20 percent. The
dinary income under section 1231(c). Under thender section 1231(c). Second, the remaining $6G@ble is as follows:
rule described in paragraph (a) of this section, foof gain on A's 1999 installment payment is taxed at
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1998 1999 2000 2001 2002 2003-2007| Total gain
Installment gain 800 800 800 800 800 4000 8000
Taxed at ordinary rates under section 1231(c) 800 200 1000
Taxed at 25% 600 800 600 2000
Taxed at 20% 200 800 4000 5000
Remaining non-recaptured net section 1231 losges 200
Remaining to be taxed at 25% 2200 1400 600

Example 4. Effect of a net section 1231 losghis section, for purposes of determining the amourgain on A's 1999 installment payment is taxed at 25
This example illustrates the application of paragrapbf unrecaptured section 1250 gain remaining to bgercent. As inExample 3the $200 of section
(a) of this section when there is a net section 123aken into account, A's $800 of ordinary sectionl231(c) gain is treated as reducing unrecaptured sec-
loss. 1231 installment gain in 1998 is treated as reducingpn 1250 gain, rather than adjusted net capital gain.

(i) The facts are the same asHrample lexcept unrecaptured section 1250 gain. Therefore, A habherefore, A has $1400 of unrecaptured section
that A has section 1231 losses of $1000 in 1998. $2200 of unrecaptured section 1250 gain remaining250 gain remaining to be taken into account.

(i) In 1998, A's section 1231 installment gain ofto be taken into account. (iv) The gain on A's installment payment re-
$800 does not exceed A's section 1231 losses of (iii) In 1999, A has $800 of section 1231 install-ceived in 2000 is taxed at 25 percent, reducing the
$1000. Therefore, A has a net section 1231 loss afent gain, resulting in a net section 1231 gain afemaining unrecaptured section 1250 gain to $600.
$200. As a result, under section 1231(a) all of A$800. A also has $200 of non-recaptured net sectiddf the $800 of gain on the fourth payment, received
section 1231 gains and losses are treated as ordind8B81 losses. The $800 gain is taxed at two rateis 2001, $600 is taxed at 25 percent and the remain-
gains and losses. As illustrated in the followingFirst, $200 is taxed at ordinary rates under sectiang $200 is taxed at 20 percent. The gain on As re-
table, A's entire $800 of installment gain is ordinaryl231(c), recapturing the $200 net section 1231 lossaining six installment payments is taxed at 20 per-
gain. Under the rule described in paragraph (a) @ustained in 1998. Second, the remaining $600 c&nt. The table is as follows:

1998 1999 2000 2001 2002 2003-2007 Total gain
Installment gain 800 800 800 800 800 4000 8000
Ordinary gain under section 1231(a) 800 800
Taxed at ordinary rates under section 1231(q 200 200
Taxed at 25% 600 800 600 2000
Taxed at 20% 200 800 4000 5000
Net section 1231 loss 200
Remaining to be taxed at 25% 2200 1400 600

mark to market election for stock of a pas-
sive foreign investment company (PFIC).
The proposed regulations interpret
changes made by the Taxpayer Relief Act
of 1997. The proposed regulations affect
persons holding PFIC stock that is regu-
larly traded on certain U.S. or foreign ex-
changes or markets or holding stock in
certain PFICs comparable to U.S. regu-

_ _ _ lated investment companies (RICs). The
(Filed by the Office of the Federal Register on Janu-

. i i r regulations also reserve treat-
ary 21, 1999, 8:45 a.m., and published in the issue &CTION' Notice of proposed rUIemakmg'p oposfed degu ations also reserve t ke_at
the Federal Register for January 22, 1999, 64 F.R. ment of and request comments on making

3457) SUMMARY: This document contains the mark to market election for options on
proposed regulations relating to the newnarketable stock.

(e) Effective date.This section applies Notice of Proposed Rulemaking
to installment payments properly taken
into account after the date these reguld2assive Foreign Investment
tions are published as final regulations if¢ompanies; Definition of
the Federal Register. Marketable Stock

Robert E. Wenzel, REG-113744-98

Deputy Commissioner OfAGENCY: Internal Revenue Service
Internal Revenue.

(IRS), Treasury.
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DATES: Written comments or requests Congress recognized that the interegign corporation which is comparable to a
for a public hearing must be received bgharge rules are a substantial source &IC and which offers for sale or has out-
May 3, 1999. complexity for PFIC shareholders andtanding any stock of which it is the issuer
that some shareholders would prefer thend which is redeemable at its net asset
ADDRESSES: Send submissions t@urrent inclusion method afforded by thevalue will be marketable stock. Third,
CC:DOM:CORP:R (REG-113744-98),QEF election, but are unable to make theection 1296(e)(1)(C) states that, to the
room 5226, Internal Revenue Serviceglection because they cannot obtain thextent provided in regulations, any option
POB 7604, Ben Franklin Station, Washnecessary information from the PFICon stock described in section 1296(e)-
ington, DC 20044. In the alternative, sub€ongress accordingly enacted new se¢i)(A) or (B) will constitute marketable
missions may be hand delivered Mondayion 1296 in the Tax Reform Act of 1997stock.
through Friday between the hours of 8o provide PFIC shareholders with an al- Section 1296(e)(2) provides that in the
a.m. and 5 p.m. to: CC:DOM:CORP:Reernative method to include income curease of any RIC which is offering for sale
(REG-110524-98), Courier's Desk, Intently with respect to their interests in ar has outstanding any stock of which it is
ternal Revenue Service, 1111 ConstitutioPFIC by allowing PFIC shareholders tdahe issuer and which is redeemable at net
Avenue, NW, Washington, DC. Alterna-elect to mark to market PFIC stock thaasset value, all stock in a PFIC which it
tively, taxpayers may submit commentgjualifies as marketable stock. owns directly or indirectly shall be treated
electronically via the Internet by selecting |In general, a PFIC shareholder whas marketable stock for purposes of sec-
the “Tax Regs” option on the IRS Homeelects under section 1296 to mark to mation 1296. Section 1296(e)(2) further pro-
Page, or by submitting comments directliket the marketable stock of a PFIC invides that except as provided in regula-
to the IRS Internet site at: http://www.irs.cludes in income each year an amourions, similar treatment as marketable
ustreas.gov/prod/tax_regs/comments.htmkqual to the excess, if any, of the fair maistock shall apply in the case of any other
ket value of the PFIC stock as of the closRIC which publishes net asset valuations
FOR FURTHER_lNFORMAﬂON CON- of the taxable year over the shareholderat least annually.
TACT: Concerning the proposed regulagjysted basis in such stock. A share- The proposed regulations define mar-
tions, Robert Laudeman, (202) 622-38403|der is also generally allowed a dedudetable stock for purposes of section
concerning submissions, LaNitagon for the excess, if any, of the adjusted296. Specifically, the proposed regula-
VanDyke, (202) 622-7190 (not toll-freepasis of the PFIC stock over the fair martions define regularly traded and list at-
numbers). ket value as of the close of the taxabl&ibutes that a foreign exchange or market
year. Deductions under this rule, howevemust have in order for PFIC stock traded

SUPPLEMENTARY INFORMATION: are allowable only to the extent of any nebn such an exchange or market to be eligi-

Background mark to market gains with respect to théle for the mark to market election. The
stock included by the shareholder fodefinition of regularly traded and the at-
This notice contains proposed amendsrior taxable years. tributes required of foreign exchanges or

ments to the Income Tax Regulations (26 Section 1296(e)(1) definemarketable markets are intended to ensure that the
CFR Part 1) regarding the taxation of U.Sstockas including several categories oprices of PFIC shares listed on the ex-
holders of PFIC stock. stock. First, section 1296(e)(1)(A) stateshange or market represent legitimate and
Since the enactment of the Tax Reforrthat marketable stock includes any stockound fair market values. The proposed
Act of 1986, U.S. holders of PFIC stockwhich is regularly traded on (i) a nationaregulations also list the attributes that a
have been subject to two alternative setscurities exchange which is registeretbreign corporation must satisfy to be
of inclusion rules: the interest chargeavith the Securities and Exchange Comeomparable to a RIC, and thus for its
rules under section 1291 of the Internahission (SEC) or the national market sysstock to be marketable stock. The attrib-
Revenue Code and the qualified electingem established pursuant to section 11Ates are intended to ensure that the for-
fund (QEF) rules under section 1293.  of the Securities Exchange Act of 1934eign corporation is an investment vehicle
The interest charge rules apply tor (ii) any exchange or other markesimilar in relevant respects to a U.S. mu-
shareholders of PFICs that are not QERshich the Secretary determines has rulgsal fund and that its representations of
or for which a QEF election is unavail-adequate to carry out the purposes of theet asset value represent a legitimate fair
able. Under the interest charge rules, theFIC provisions. With respect to (ii) market value.
PFIC shareholders pay tax and an intereabove, the conference report specifies that . .
charge that is attributable to the value fPFIC stock is considered marketable if iEXPlanation of Provisions
deferral on rquipt of certain distributionds regularly traded on any exchange ORegularly Traded
and on disposition of the PFIC stock. Bymarket that the Secretary of the Treasury
contrast, PFIC shareholders who make determines has rules sufficient to ensure Under the proposed regulations, the
QEF election include currently in grosshat the market price represents a legitélass of PFIC stock held by the share-
income their respective shares of thenate and sound fair market value.” H.Rholder must be traded, other thande
PFIC’s total earnings, with a separat€onf. Rep. No. 2014, 105th Cong., 1sminimis quantities, on at least 15 days
election to defer payment of tax, subjecBess. 625 (1997). Second, sectioduring each calendar quarter. The pro-
to an interest charge, on income not cut296(e)(1)(B) states that, to the extenjosed regulations also include an anti-
rently received. provided in regulations, stock in any for-abuse rule to prevent persons from manip-
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ulating the number of trades in order tdions and described below, with respect tally. This requirement approximates the
meet this test. the class of shares held by the electinggquirements imposed on U.S. mutual
taxpayer. These conditions are intendefdinds by the SEC and is intended to en-
to describe PFICs that are comparable ®ure that shareholders and prospective
The proposed regulations require that Y.S. RICs in_ relevant respects and to inpurchasgrs have regulgr access to_financial
foreign exchange or market be regulateBIemem the intent of the statqte by ensumfo'rmanon for the foreign corporatlon.
or supervised by a governmental authorit'9 that_the net asset vglluatlons of such Flfth,- the foreign corporatlon_must be
companies represent legitimate and soursipervised or regulated as an investment

of the country in which the market is lo- -~ o .
cated. This requirement will help to enfair market values for the companiescompany by a foreign government or an

sure that the prices of the stock listed b§togk. agency or iqstrumentality therepf. This
the exchange are legitimate and sound fair Flrst, the class of stock held by arcondition is m_tended to apprOX|m_ate the
market values. Because the degree jecting shareholder must be held by on8EC'’s regulation of U.S. RICs while tak-
governmental regulation or supervisio undred or more unrelated shareholder'mg into account the variety of regulatory
for each foreign exchange or market maThe relationships set_forth In sectionregimes used by different governments.
67(b) are used to define related share- Sixth, the foreign corporation may not

vary by exchange or market or countr holders that luded f tisfvi : e :
the proposed regulations also list adgilolders that are excluded from sa isfyinthave any senior securities authorized or

tional characteristics that the foreign exthis teSt'.Th'S condition s consistent W!tfbutstquipg, including any debt. other thgn
e requirements for RICs under sectiode minimisamounts. This requirement is

change or market must have for stock th 1 d §1.851-1 of the i taximi ) X
is regularly traded on the exchange o (a) an .851-1 of the income taximilar to the requirement imposed on
gulations. U.S. RICs by the SEC.

market to be considered marketable stodk . : ) .
for purposes of section 1296. fSr?COfnd,.the applicable class gf shares Finally, the foreign corporation must
First, the exchange must have tradin% It e O_IGIbQTn fCOprfartllon mbUSL e regumee_t the PFIC income and asset tests in
volume, listing, financial disclosure and < Y avaravle for purchase y the g_er_lt_ér%gcuons 1297(a)(1) and (2) with the requi-
ublic at its net asset value in initialsite percentages increased from 75 percent

other requirements, designed to prever?t
fraud, perfect the mechanism of a free an?inounts not greater than $10,000 (U.S{e 90 percent and from 50 percent to 90

open market, and protect investors. sed'e IRS and Treasury Department invitgercent respectively. This condition is in-

section 6 of the Securities Exchange AC%?(;“f:;";tsceoiEnwﬁgtgi;jrleoégg?thsetzﬁaarlnended to approximate the characteristic of
of 1934, 15 U.S.C. 78f. There must p&rop g 83.S. RICs as passive investment vehicles.

f the company will be widely available The proposed regulations also include

actual enforcement of these requiremen% the general oublic. The IRS and Tre | !
by the exchange and government of the g p . dan anti-abuse rule to prevent a foreign

country in which the exchange is located. Department also invite comments 0Rorporation from improperly manipulat-

Second, the rules of the exchange mu\révéhitlgggninghlcj):?deral\llmvatsrfgrnedsltgn; ft:rﬂwg its net asset valuations to reduce the
ensure active trading of listed stocks. g U.S. tax under section 1296 of one or

Finally, the IRS and Treasury DepartS 9" corporation to be purchased ajore shareholders of the corporation.

ment invite comments on whether F)Fld';lmounts different from their net asset
Value, such as for a price that includes @ptions on Marketable Stock

stock that is regularly traded on any Otheéales load. Additional comments are re- .
type of exchange or market, such as atﬂjested about whether the regulations The proposed regulations reserve the

O}ijer-th(je-courlltetr rt:larkett, T(homﬂgdb_? Conﬁ'hould cover foreign corporations thaParagraph fOLthka)Tngtholv anddw?endog-
sidered marketable stock. itional )y, - \vise qualify but are closed to newions on marketable stock, as defined by
comments are requested about what fe these regulations, will be eligible for

vestors.
tures those exchanges or markets shou dThird, the proposed regulations requirépark to market treatmeqt. The IRS and
easury Department invite comments re-

have to ensure that the S.t(.)Ck prices quot at quotations for the class of shares of the €& . )
on such markets are legitimate and soury reign corporation be determined arKgardmg the conditions under which the

fair market values. regulations should define options on mar-
?table stock to be marketable stock.

Exchange or Other Market

published on a daily basis in a widely
Stock in Certain PFICs available medium, such as a newspaper K
general circulation. This requirement apspecial Rules for RICs
The proposed regulations provide thaproximates the practice of U.S. RICs and is

stock in certain PFICs will bemarketable intended to ensure that shareholders andThe proposed regulations clarify that
stockif the PFIC is a corporation de-prospective purchasers have regular accesizares in a PFIC that are owned directly or
scribed in section 1296(e)(1)(B) (foreignto publicly available price information. indirectly by a U.S. RIC, which is offering
corporations comparable to RICs) and if Fourth, financial statements of the forfor sale or has outstanding any stock of
the PFIC offers for sale or has outstandingign corporation prepared by independenthich it is the issuer and which is re-
stock of which it is the issuer and which isauditors that include balance sheets (statdeemable at net asset value, shall be
redeemable at its net asset value. A PFI@ents of assets, liabilities, and net assetisated as marketable stock for purposes of
will be a corporation described in sectiorand statements of income and expensexction 1296. The IRS and Treasury De-
1296(e)(1)(B) if the PFIC satisfies themust be prepared and made available fzartment invite comments regarding situa-
conditions listed in the proposed regulathe public no less frequently than annutions where PFIC stock held by other U.S.
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RICs that publish asset valuations at leasgtssociate Chief Counsel (International)ducted to meet the requirement of para-
annually should not be treated as maHowever, other personnel from the IRSraph (b)(1) of this section.
ketable stock for purposes of section 129@nd Treasury Department participated in (c) Qualified exchange or other

_ their development. market—(1) General rule.For purposes
Proposed Effective Date e e of paragraph (a)(1) of this section, the
The regulations are proposed to be ap- term qualified exchange or other market

plicable for shareholders whose taxablEoPosed Amendments to the Regulationseans, for any taxable year—

years end on or after the date these regula- (i) A national securities exchange
tions are published as final regulations i which is registered with the Securities and
the Federal Register. In addition, it is Exchange Commission or the national

Accordingly, 26 CFR part 1 is pro-
rE;osed to be amended as follows:

proposed that shareholders may elect @ART 1—INCOME TAXES market system established pursuant to
apply these regulations to taxable years section 11A of the Securities Exchange
beginning after December 31, 1997. Paragraph 1. The authority citation folzct of 1934 (15 U.S.C. 78f); or
, part 1 is amended by adding an entry in (ii) A foreign securities exchange that is

SpeCIaI Analyses numerical order to read as follows: regu|ated or supervised by a governmen-

It has been determined that this notice of AUtNOMY: 26 U.S.C. 7805 * * tal authority of the country in which the
proposed rulemaking is not a significant SSCtion 1-1296(92—*1* also issued Und@ﬁarket is located and which has the fol-
regulatory action as defined in EO 1286620 U-S-C- 1296(€). _ lowing characteristics—
Therefore, a regulatory assessment is not 72" 2. Section 1.1296(e)-1 is added to (A) The exchange has trading volume,
required. It also has been determined th&gad as follows: listing, financial disclosure, and other re-

section 553(b) of the Administrative Pro-g1 1296(e)—1 Definition of marketable quirements designed to prevent fraudulent
cedure Act (5 U.S.C. chapter 5) does nQfick. and manipulative acts and practices, to re-
apply to these regulations, and, because the move impediments to and perfect the
regulations do not impose a requirement (a) General rule. For purposes of sec-mechanism of a free and open market,
for the collection of information on smalltion 1296, the ternmarketable stock and to protect investors; and the laws of
entities, the Regulatory Flexibility Act (5 means— the country in which the exchange is lo-
U.S.C. chapter 6) does not apply. Pursuant(1) Passive foreign investment comcated and the rules of the exchange ensure
to section 7805(f) of the Internal Revenu@any (PFIC) stock that is regularly tradedthat such requirements are actually en-
Code, this notice of proposed rulemakingss defined in paragraph (b) of this sectioriprced; and
will be submitted to the Chief Counsel foron a qualified exchange or other market, (B) The rules of the exchange ensure
Advocacy of the Small Business Adminisas defined in paragraph (c) of this sectiorfictive trading of listed stocks.
tration for comment on its impact on small (2) Stock in certain PFICs, as described (2) Exchange with multiple tiers. If an
business. in paragraph (d) of this section; and exchange in a foreign country has more
(3) Options on stock that is described ithan one tier or market level on which
paragraph (a)(1) or (2) of this section, tstock may be separately listed or traded,
the extent provided in paragraph (e) ogach such tier shall be treated as a sepa-
Before these proposed regulations aréis section. rate exchange.
adopted as final regulations, considera- (b) Regularly traded—(1) General (d) Stock in certain PFIGs-(1) Gen-
tion will be given to any written com- rule. For purposes of paragraph (a)(1) oéral rule. Except as provided in para-
ments (a signed original and eight (8}his section, a class of stock that is tradegraph (d)(2) of this section, a foreign cor-
copies) that are submitted timely to then one or more qualified exchanges oporation will be a corporation described
IRS. The IRS and Treasury Departmerdther markets, as defined in paragraph (0 section 1296(e)(1)(B), and paragraph
request comments on the clarity of thef this section, is considered to be regua)(2) of this section, if the foreign corpo-
proposed rules and how they can be madirly traded on such exchanges or marketation offers for sale or has outstanding
easier to understand. All comments wilfor any calendar year during which suclstock of which it is the issuer and which is
be available for public inspection anctlass of stock is traded, other thandia redeemable at its net asset value and if the
copying. A public hearing may be schedminimis quantities, on at least 15 daygoreign corporation satisfies the following
uled if requested by any person thaduring each calendar quarter. conditions with respect to the class of
timely submits comments. If a public (2) Anti-abuse rule. Trades that have shares held by the electing taxpayer—
hearing is scheduled, notice of the datgs one of their principal purposes the (i) The foreign corporation has one
time, and place for the hearing will bemeeting of the trading requirement ohundred or more shareholders with re-
published in thé-ederal Register. paragraph (b)(1) of this section shall bspect to the class, other than shareholders
disregarded. Further, a class of stocwho are related under section 267(b);
shall not be treated as meeting the trading (ii) The class of shares of the foreign
The principal author of these regulatequirement of paragraph (b)(1) of thicorporation is readily available for pur-
tions is Robert Laudeman, Office of thesection if there is a pattern of trades corehase by the general public at its net asset

Comments and Requests for a Public
Hearing

Drafting Information
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value by new investors in initial amountgo shareholders whose taxable year enédrst Coast Crisis Pregnancy Center,
not greater than $10,000 (U.S.); on or after the date these regulations are Jacksonville, FL
(iii) Quotations for the class of sharegpublished as final regulations in thed- First Freedom Coalition Educational
of the foreign corporation are determineeral Registerfor stock in a foreign corpo-  Fund, Washington, DC
and published on a daily basis in aation whose taxable year ends with oFirst International Fellowship,
widely-available medium, such as awithin the shareholder’s taxable year. In Philadelphia, PA
newspaper of general circulation; addition, shareholders may elect to applffirst Light Dance Theatre, Knoxville,
(iv) No less frequently than annually,these regulations to any taxable year be- TN
independent auditors must prepare finamginning after December 31, 1997, foiFirst Step Crisis Pregnancy Center Inc.,
cial statements of the foreign corporatiostock in a foreign corporation whose tax- Smithfield, NC
that include balance sheets (statements alfle year ends with or within the shareFirst Step | Inc., Knoxville, TN

assets, liabilities, and net assets) antblder’s taxable year. First Step Il Inc., Knoxville, TN
statements of income and expenses, and First Step Inc. of the Fifth Judicial
those statements must be made available Robert E. Wenzel,  Circuit, Tavares, FL
to the public; Deputy Commissioner of Fish Forever, Seattle, WA
(v) The foreign corporation is super- Internal Revenue. Fitspatrick Tennis Association Inc., New
vised or regulated as an investment com-. _ , York, NY
pany by a foreign government or ariF"ed by the Oﬁfce of the Federal Register on '-:elfj:lagler County Historical Society Inc.
. X ) uary 1, 1999, 8:45 a.m., and published in the issue ’
agency or instrumentality thereof; of the Federal Register for February 2, 1999, 64 F.R. Bunnell, FL
(vi) The foreign corporation has no ses012) Flatbush Youth Inc., Brooklyn, NY
nior securities authorized or outstanding, Flemister Housing Development Fund
including any debt other than ae min- Corporation, New York, NY
imis amounts; Foundations Status of Certain Flickinger Center Foundation Inc.,
(vii) Ninety percent or more of the Organizations Alamogordo, NM
gross income of the foreign corporation Flood Care Inc., Ursa, IL
for its taxable year is passive income, a@nnouncement 99-19 Florala EMS, Florala, AL
defined in section 1297(a)(1) and the reg- The following organizations haveFlorence Griffith Joyner Youth
ulations thereunder; and failed to establish or have been unable to Foundation, Mission Viejo, CA

(viii) The average percentage of assetgaintain their status as public charities orlorida Bio Diversity Project Inc.,
held by the foreign corporation during itsyg operating foundations. Accordingly, Fort Lauderdale, FL
taxable year which produce passive ingrantors and contributors may not, afteflorida Classic Association Inc., Tampa,
come or which are held for the productiofns date, rely on previous rulings or des- FL
of passive income, as defined in sectioynations in the Cumulative List of Orga-Florida Community Learning and
1297(a)(2) and the regulations thereundegjzations (Publication 78), or on the pre- Information Network Inc., Fort
is at least 90 percent. sumption arising from the filing of notices Lauderdale, FL

(2) Anti-abuse rule.If a foreign corpo- under section 508(b) of the Code. Thi§lorida Foundation for the Preservation
ration undertakes any action with a princitisting doesnotindicate that the organiza-  of Sight Inc., Zephryhills, FL
pal purpose of manipulating the net assgons have lost their status as organiza=lorida Youth Foundation Inc., Plant City,
value of a class of its shares in order to réjons described in section 501(c)(3), eligi- FL
duce the United States tax under sectigsle to receive deductible contributions. Floyd Wickman Courses Family to
1296 of one or more of its shareholders, Former Public CharitiesThe following Family Inc., Troy, Ml
the class of shares will not qualify as marorganizations (which have been treated &wod for the Mind Inc., Miller Place,
ketable stock for purposes of paragrapbrganizations that are not private founda- NY

(d)(1) of this section. tions described in section 509(a) of th&ootprints, Tacoma, WA
(e) [Reserved] Code) are now classified as private founFor His Glory Ministries, Inc., Virginia
(f) Special rules for regulated invest-dations: Beach, VA
ment companies (RICs)(1) General Financial Assistance counseling and  For Petes Sake Productions, Upper
rule. In the case of any RIC which is of- Training Services, St. Paul, MN Marlboro, MD
fering for sale or has outstanding any¥inger Lakes youth Sports Inc., Geneva, For the Lord, Federal Way, WA
stock of which it is the issuer and which is NY For the People Inc., Brooklyn, NY
redeemable at net asset value, its stock fire Safety Education Inc., Plymouth,  Foreign Student Education Foundation
any passive foreign investment company M| Inc., Charlotte, NC
which it owns directly or indirectly, as de-Fire Safety Education Task Force, Forensic Artists International, Towson,
fined in sections 958(a)(1) and (2), shall Cleveland, OH MD
be treated as marketable stock owned ¥irm Foundation Ministries, Lincoln Forest Hills Parent Network Inc., Grand
that RIC for purposes of section 1296. Park, Ml Rapids, Ml
(2) [Reserved] First Coast Business Investment Fort Collins Community Computer
(g) Effective date.This section applies  Corporation, Jacksonville, FL Network, Fort Collins, CO
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Fort Phil Kearny-Bozeman Trail Fountain Hills Schools Partnership
Endowment Foundation Inc., Buffalo, =~ Foundation, Fountain Hills, AZ

wy Four Square Hospice Inc., Madill, OK

Fort Smith Volunteer Connection Inc.,  Foxs Den Goodwill Club Incorporated,
Fort Smith, AR Baltimore, MD

Fort Worth Area Convention Committee, Frameworks Education Project,
Fort Worth, TX Minneapolis, MN

Fort Worth Citizen Police Academy Fran Crosby Memorial Fund Inc.,
Association, Fort Worth, TX Leonardo, NJ

Forty Five North Kingston Avenue Inc., Frankford Senior Housing Associates,
Cranford, NJ Philadelphia, PA

Foundation De Manana Inc., Riverdale, Franklin County Citizens for Historic
GA Preservation, Cedar Grove, IN

Foundation for Agency Management Franklin Lakes Youth & Recreation
Excellence Inc., Washington, DC Foundation Inc., Franklin Lakes, NJ

Foundation for Aid to Needy Children in Fred N Stones Jr Memorial Scholarship
Berkshire County, Stockbridge, MA Fund, Waxahachie, TX

Foundation for Educational Innovation Free Africa Foundation Inc., Washington,

Inc., Washington, DC DC

Foundation for Equine Facilitated Free Clinic for Substance Abuse Inc.,
Psychotherapy, Englewood, CO Richmond, VA _

Foundation for Excellence in Arts Free Spirit Ranch Inc., Plains, GA
Education, Tucson, AZ Freedom Adventures Inc., Jacksonville,

Foundation for Headache and Neuro- FL . . _
Rehabilitation, Denver, CO Freedom in Motion Inc., Princeton, WV

Freedom League Inc., Miami, FL

Foundation for Hospice of Rowan
Freedom Today Not Tomorrow Inc.,

County Inc., Salsbury, NC
Foundation for International Olathe, KS _ _
Development Alternative Inc., Long French Hgntag_e Rel!ef Comrmttee-
. Operation Mississippi, Chicago, IL
Island City, NY . .
Friends and Former Students of Bolling
School Inc., Lewisburg, WV
Friends and Neighbors Ltd., Denver, CO
Friends for Conservation of the San
Antonio River Basin, Goliad, TX
Friends of Africa Inc., Los Angeles, CA

Foundation for International Cancer
Control Studies Inc., Madison, WI

Foundation for Mens Health, Dallas,
TX

Foundation for Religion and the Arts,
New Haven, CT

Foundation for Reproductive Health, Inc., Glendale, Wi
Blrmln_gham, AL . Friends of Anzar Hills, Aromas, CA

Foundatl|on for Sustainable DevelopmentFriends of British Virgin Island National
Washington, DC Parks USA Inc., British Virgin Islands

Foundation for Tax Education Inc., Friends of CASA Association, Newark,
Boston, MA

DE
Foundation for the Advancement of Arts Friends of CMH Sumner Community
and Sciences from India Inc., Flushing, pemorial Hospital Foundation,

NY . _ _ Sumner, 1A

Foundation for the Benefit of Disabled  Friends of Companion Animals Inc.,
Persons, New York, NY Lathrop, MO

Foundation for the Children of Panama  Friends of Confide Inc., Rockville Centre,
Inc., New York, NY NY

Foundation for the Collegiate, New Friends of Crossroads Center, Bellevue,
Rochelle, NY WA

Foundation of the Interreligious Council Friends of E M U Ltd., Ypsilanti, MI

of Central New York Inc., Syracuse, Friends of Feral Felines Inc., Atascadero,

NY CA

Foundation to Eliminate E Coli Friends of Greenfield Recreation Inc.,
Outbreaks, Gig Harbor, WA Greenfield, MA

Foundation to Eliminate the National Friends of ICA Moscow Inc., New York,
Debt Inc., Madison, WI NY
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Friends of Ams Green Tree Health Center

Friends of Italian Culture Amici Dei Beni
Culturali Inc., New York, NY

Friends of Kidtown Playground,
Brookings, OR

Friends of Leverett Pond Inc., Amherst,
MA

Friends of Lynn & Nahant Beach, Lynn,
MA

Friends of Maitland Middle School Inc.,
Maitland, FL

Friends of Monona Inc., Monona, WI

Friends of Refugees of Eastern Europe
Inc., W. Bloomfield, Ml

Friends of Rodeo Inc., Chowchilla, CA

Friends of Rosevilles Harriet Alexander
Nature Center Inc., Minneapolis, MN

Friends of Roxaboxen, Yuma, AZ

Friends of Russell Latimer Inc.,
San Diego, CA

Friends of Santa Inc., Chicago, IL

Friends of Shaarei Mevaseret Inc.,
Monsey, NY

Friends of Staraya Russia, Canandaigua,
NY

Friends of the Bowerston Public Library
Inc., Bowerston, OH

Friends of the Business Resource Center,
Glen Allen, VA

Friends of the Dr Eugene Clark Library
Lockhart TX, Lockhart, TX

Friends of the Golan Settlements
Committee Inc., Brooklyn, NY

Friends of the International School of Art
Inc., Brooklyn, NY

Friends of the Limestone Country Trail
Inc., Bloomington, IN

Friends of the Mary M Campbell Library
Inc., Marcus Hook, PA

Friends of the Mississippi River, St. Paul,
MN

Friends of the Norton-Dare House Inc.,
Selden, NY

Friends of the Old Synagogue in The
Hague Holland, Stamford, CT

Friends of the Raanana Symphonette
Orchestra Inc., New York, NY

Friends of the Seige & Battle of Corinth
Inc., Corinth, MS

Friends of the University of the Holly
Spirit of Kaslik Inc., Miami, FL

Friends of the Wicomico County Free
Library Inc., Salisbury, MD

Friends of the Youth Study Center Inc.,
Philadelphia, PA

Friends of Tikvatenu Youth Centers,
Dallas, TX

Friends of Tiverton Library Services Inc.,
Tiverton, RI

1999-10 I|.R.B.



Friends of VVan Voorhees Park Inc., Fulton Church & Community Workers Hickory Nut Gorge Wilderness, Lake

Brooklyn, NY Inc., Fulton, NY Lure, NC
Friends of Washington Adventist Hospital Genesis Il Hamilton Heights Developmentnterdisciplinary Council on

Inc., Potomac, MD Corporation, New York, NY Developmental & Learning Disorders,
Friends of Women and Children, Chicago,Grace Mining Company, Fountain Valley,  Inc., Bethesda, MD

IL CA Interpower Group, Inc., Detroit, Ml
Friendship Foundation of American- Graceland Ministries, Inc., Benton, KY  Nutritional Research and Educational

Vietnamese Inc., Lorain, OH Ground Zero, Colorado Springs, CO Foundation Inc., New York, NY
Friendship Home of Wells Inc., Wells, MN Group for Research and Aid to Abducteespygject Turnabout, Claremont, CA
Friendship Hospice Memorial Foundation _ Cary, NC Scranton Lockawanna Resource

Inc., Nashville, TN Growth Adventures Inc., Houston, TX Development Corp., Scranton, PA

Guadalupe Foundation Inc., Evanston, IL
Guardian Care of Madison Inc., Portage,
Wi

If an organization listed above submits
information that warrants the renewal of

Friendship House of India, Warren, M
Friendship Project Corporation, Larkspur,

CA . . its classification as a public charity or as a

Frost Parent Teacher Organization MesaGuardlan Society, Villa Park, CA rivate operating foundation, the Internal
ganization, Guatemala Information Documentation P P . 9 . T

AZ Revenue Service will issue a ruling or de-

, and Education Center Inc., Arlington, S . ) ;
Fund for Labor Education Inc., New York, VA termination letter with the revised classi-

NY Guatemaltecos Unidos en Accion of fication as to foundation status. Grantors
Fundacion Pro-Desarrollo De Barahona  Rpode Island Inc., Cranston, RI and contributors may thereafter rely upon

Inc., Bronx, NY GulfcoastC A D R EInc., Bradenton, FL  such ruling or determination letter as pro-
Future Generations Inc., Little Rock, AR Gunnison Basin Community Forum, vided in section 1.509(a)-7 of the Income
Future Problem Solving Program of Crested Butte, CO Tax Regulations. It is not the practice of

Alabama Inc., Homewood, AL Gymnastics Oregon, Ashland, OR the Service to announce such revised clas-
Fuente De Agua Viva, Arlington, VA Hancock Family Foundation, Inc., sification of foundation status in the Inter-
Full Moon Theatre Inc., Providence, RI Annapolis, MD nal Revenue Bulletin.
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Definition of Terms

Revenue rulings and revenue procedurgdies to both A and B, the prior ruling isnew ruling does more than restate the
(hereinafter referred to as “rulings”) modified because it corrects a publishedubstance of a prior ruling, a combination
that have an effect on previous rulingposition. (Compare witlamplifiedand of terms is used. For examplmodified
use the following defined terms to deelarified, above). and supersededlescribes a situation
scribe the effect: Obsoleteddescribes a previously pub-where the substance of a previously pub-
Amplified describes a situation wherelished ruling that is not considered detertished ruling is being changed in part and
no change is being made in a prior pubminative with respect to future transacis continued without change in part and it
lished position, but the prior position istions. This term is most commonly useds desired to restate the valid portion of
being extended to apply to a variation oin a ruling that lists previously publishedthe previously published ruling in a new
the fact situation set forth therein. Thustulings that are obsoleted because afiling that is self contained. In this case
if an earlier ruling held that a principlechanges in law or regulations. A rulingthe previously published ruling is first
applied to A, and the new ruling holdsmay also be obsoleted because the sutmodified and then, as modified, is super-
that the same principle also applies to Bstance has been included in regulatiorseded.
the earlier ruling is amplified. (Comparesubsequently adopted. Supplementeds used in situations in
with modified below). Revokedlescribes situations where thavhich a list, such as a list of the names of
Clarified is used in those instancegosition in the previously published rul-countries, is published in a ruling and
where the language in a prior ruling isng is not correct and the correct positiothat list is expanded by adding further
being made clear because the languagebeing stated in the new ruling. names in subsequent rulings. After the
has caused, or may cause, some confu-Supersededescribes a situation whereoriginal ruling has been supplemented
sion. It is not used where a position in éhe new ruling does nothing more tharmseveral times, a new ruling may be pub-
prior ruling is being changed. restate the substance and situation oflshed that includes the list in the original
Distinguisheddescribes a situation previously published ruling (or rulings).ruling and the additions, and supersedes
where a ruling mentions a previouslyThus, the term is used to republish undel prior rulings in the series.
published ruling and points out an esserthe 1986 Code and regulations the same Suspendeds used in rare situations to
tial difference between them. position published under the 1939 Codshow that the previous published rulings
Modified is used where the substancand regulations. The term is also usedill not be applied pending some future
of a previously published position iswhen it is desired to republish in a singlaction such as the issuance of new or
being changed. Thus, if a prior rulingruling a series of situations, names, etcamended regulations, the outcome of
held that a principle applied to A but nothat were previously published over a pecases in litigation, or the outcome of a
to B, and the new ruling holds that it apfiod of time in separate rulings. If theService study.

H H E.O—Executive Order. PHC—Personal Holding Company.
Ab b revi atl ons ER—Employer. PO—Possession of the U.S.
The following abbreviations in current use and for-ER|SA—Employee Retirement Income Security Act.PR—Partner.
réwue”rgi::.sed will appear in material published in theEX—Executor. PRS—Partnership.

B F—Fiduciary. PTE—Prohibited Transaction Exemption.
A—Inleldufe\I. FC—Foreign Country. Pub. L—Public Law.
Acq.—Ac.qwescence. FICA—Federal Insurance Contribution Act. REIT—Real Estate Investment Trust.
B—Inleldu.a.I. FISC—Foreign International Sales Company. Rev. Proc—Revenue Procedure.
BE—Beneficiary. FPH—Foreign Personal Holding Company. Rev. Ruk—Revenue Ruling.
:ﬁlé—a:;.ard of Tax Appeals. F.R—Federal Register. S—Subsidiary.

C —individual. FUTA—Federal Unemployment Tax Act. S.P.R—Statements of Procedral Rules.
C.B—Cumulative Bulletin. FX—Foreign Corporation. Stat—Statutes at Large.

CFR—Code of Federal Regulations. G.C.M—Chief Counsel's Memorandum. T—Target Corporation.

Cl—City. GE—Grantee. T.C—Tax Court.

COOP—Cooperative. GP—General Partner. T.D—Treasury Decision.

Ct.D—Court Decision. GR—Grantor. TFE—Transferee.

CY—County. IC—Insurance Company. TFR—Transferor.

D—Decedent. |.R.B—Internal Revenue Bulletin. T.l.R—Technical Information Release.
DC—Dummy Corporation. LE—Lessee. TP—Taxpayer.

DE—Donee. LP—Limited Partner. TR—Trust.

Del. Order—Delegation Order. LR—Lessor. TT—Trustee.

DISG—Domestic International Sales Corporation. M—Minor. U.S.C—United States Code.
DR—Donor. Nonacg—Nonacquiescence. X—Corporation.

E—Estate. O—Organization. Y—Corporation.

EE—Employee. P—Parent Corporation. Z—Corporation.
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